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PREFACE 


The  1991  Advisory  Council  on  Social  Security  was  appointed  by  Health  and 
Human  Services  Secretary  Louis  Sullivan  in  June,  1989  to  review  the  status  of 
the  Social  Security  and  Medicare  trust  funds,  as  well  as  to  study  a  range  of 
health  care  issues.  The  Council  convened  14  meetings,  and  to  assist  in  the 
Council's  deliberations,  substantive,  scholarly  investigations  were  undertaken  on 
a  broad  range  of  health  care  issues.  This  report,  The  Financing  and  Delivery  of 
Long-Term  Care  Services:  A  Review  of  Current  Problems  and  Potential  Reform 
Options,  is  one  of  seven  issue  analysis  reports  which  was  produced  for  the 
Council  and  helped  provide  an  understanding  necessary  to  make 
recommendations  commensurate  with  the  Secretary's  broad  charge. 

We  wish  to  thank  Lisa  Alecxih,  David  Kennell,  Kevin  Coleman,  and  Teresa 
Fama  for  their  assistance  in  preparing  this  report  for  the  deliberations  of  the 
1991  Advisory  Council  on  Social  Security,  as  well  as  Council  staff  member 
Michael  Zambonato,  without  whose  work  this  report  could  not  have  been 
completed. 


Ann  D.  LaBelle,  D.D.S. 
Executive  Director 
Advisory  Council  on  Social  Security 
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EXECUTIVE  SUMMARY 


The  financing  and  delivery  of  long-term  care  services  pose  challenging  public 
policy  dilemmas.  This  report  examines  the  problems  of  the  current  long-term 
care  system  and  possible  reform  options.  It  also  presents  analyses  of  the 
costs  and  impacts  of  these  selected  reform  options.  Much  of  the  focus  is  on 
long-term  care  use  by  the  elderly  population  because  less  is  known  about  the 
long-term  care  use  of  the  nonelderly  disabled  population.1 

The  Problems  of  Long-Term  Care 

Proposals  designed  to  reform  long-term  care  financing  and  delivery  must 
address  the  following  problems. 

The  Catastrophic  Costs  of  Long-Term  Care 

A  65-year-old  today  has  about  a  20-percent  chance  of  spending  a  year  or 
more  in  a  nursing  home,  at  an  annual  cost  of  roughly  $30,000  (in  1990 
dollars).  Given  the  lack  of  public  and  private  coverage  for  long-term  care, 
most  people  pay  long-term  care  costs  on  an  out-of-pocket  basis.  As  a  result, 
many  elderly  and  their  families  are  impoverished  by  the  cost  of  their  long- 
term  care. 


1  Although  people  of  all  ages  need  long-term  care,  about  three-quarters  of  functionally  disabled  adults 
and  90  percent  of  nursing  home  residents  are  age  65  or  older  (Congressional  Budget  Office,  Policy 
Choices  for  Long-Term  Care,  June  1991). 
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The  Lack  of  Risk  Pooling  for  Long-Term  Care 


Traditionally,  individuals  faced  with  the  risks  of  substantial  economic  loss 
choose  to  purchase  insurance.  Private  insurance  markets  for  long-term  care 
are  growing  quickly,  but  reach  less  than  5  percent  of  the  elderly.  Public 
long-term  care  risk  pooling  is  also  extremely  limited.  Although  52  percent 
of  the  funds  spent  on  nursing  home  care  are  provided  by  public  programs, 
these  programs  do  not  provide  long-term  care  risk  pooling:  Medicare's  long- 
term  care  benefits  aid  only  post-acute  care  patients,  while  the  Medicaid 
program  provides  long-term  care  benefits  to  only  the  poor. 

Variation  and  Lack  of  Access  to  Long-Term  Care  Services 

The  amount  and  type  of  long-term  care  services  offered  by  different  States 
vary  widely,  especially  for  home  care  services.  Because  many  States  have 
extremely  limited  Medicaid  home  care  programs,  there  is  substantial  variation 
in  the  home  care  services  offered  by  Medicaid.  Access  to  nursing  home 
services  also  varies  geographically.  In  1989,  the  number  of  nursing  home 
beds  per  1,000  persons  age  65  and  older  in  the  U.S.  was  52.8;  nursing  home 
bed  supply  ranged  from  a  low  of  26.2  per  1,000  elderly  in  Nevada  to  a  high 
of  85.3  in  Kansas.  A  recent  GAO  report  documented  access  problems  for 
heavy  care  and  Medicaid  nursing  home  patients.2 


2  U.S.  General  Accounting  Office,  Nursing  Homes:  Admission  Problems  for  Medicaid  Recipients  and 
Attempts  to  Solve  Them,  September  1990. 
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Questionable  Quality  of  Some  Long-Term  Care  Services 


The  quality  of  care  in  some  nursing  home  and  home  care  settings  is  poor  and 
there  is  an  unacceptable  level  of  variation  in  the  quality  of  public 
programs.3,4 

High  and  Increasing  Long-Term  Care  Expenditures 

Over  $53.1  billion  was  spent  on  nursing  home  care  in  1990;  another 
$6.9  billion  was  spent  for  home  care  services.  In  the  future,  these 
expenditures  will  increase  rapidly  as  services  become  more  expensive  and  the 
size  of  the  elderly  population  doubles  over  the  next  40  years. 


Options  for  Financing  Long-Term  Care 

Long-term  care  delivery  and  financing  reform  options  can  be  evaluated  on 
the  basis  of  a  number  of  features: 

•  method  of  financing  and  cost  of  the  program; 


•  type  of  covered  services; 


3  Alice  Rh/lin  and  Joshua  Wiener,  with  Raymond  Hanley  and  Denise  Spence,  Caring  for  the  Disabled 
Elderly:  Who  Will  Pay?  Washington,  DC:  The  Brookings  Institution,  1988. 

4  Nursing  home  reform  provisions  that  were  part  of  the  Omnibus  Reconciliation  Act  (OBRA)  of  1987 
(implemented  in  October  1990)  set  quality  requirements  including  increasing  the  number  of  nurses  on  duty 
and  nurses'  aide  training  requirements  and  some  requirements  related  to  the  provision  of  home  care. 
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•  eligible  population  and  the  characteristics  of  the  beneficiaries;  and 

•  degree  to  which  the  risks  of  long-term  care  are  pooled. 

Brief  descriptions  of  several  current  proposals  for  financing  long-term  care 
are  provided  in  exhibit  1.  The  key  distinguishing  factor  among  these  options 
is  the  method  of  financing.  Each  of  the  proposals  shown  could  be  designed 
to  include  any  range  of  covered  services  and  almost  any  eligible  population. 
Therefore,  the  proposals  are  grouped  according  to  whether  each  is  (1) 
primarily  publicly  financed;  (2)  primarily  privately  financed;  or  (3)  a 
combination  of  public  and  private  financing. 

Analysis  of  Selected  Long-Term  Care 
Financing  Options 

This  report  presents  an  analysis  of  six  of  the  long-term  care  reform  options 
shown  in  the  exhibit:  front-end  nursing  home  coverage,  back-end  nursing 
home  coverage,  comprehensive  home  care,  disability  insurance  tax  credit, 
Medicaid  spend-down  insurance,  and  optional  Medicare  comprehensive 
coverage.  The  proposals  are  expected  to  increase  public  sector  long-term 
care  expenditures  between  $0  and  $15.6  billion  in  the  short  run.5 
Comparing  the  effects  of  the  alternative  proposals  on  long-term  care 
financing  and  beneficiaries  reveals  the  tradeoffs  of  the  proposals  and  their 
implications  for  different  groups  of  people  (see  table  1). 


5  The  short  run  in  this  analysis  was  assumed  to  be  1993.  We  assumed  that  the  proposals  were  fully 
implemented  by  1993.  This  means  that  the  entire  effect  of  induced  demand  would  be  realized  by  1993. 
An  exception  to  full  implementation  was  the  insurance  purchase  assumptions,  which  implied  gradual 
purchase  of  insurance  over  time  under  the  back-end  coverage  proposal  and  the  disability  insurance 
proposal.  All  amounts  are  presented  in  1992  dollars. 
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Among  the  direct  service  reimbursement  programs  in  the  short  run  (the  front- 
end,  back-end,  and  comprehensive  home  care  programs),  the  comprehensive 
home  care  proposal  serves  the  largest  number  of  persons,  but  at  the  greatest 
cost  to  the  government.  The  2-year  back-end  proposal  offers  benefits  to 
1  million  elderly  nursing  home  residents,  reducing  out-of-pocket  spending 
$7.6  billion,  at  a  cost  to  the  government  of  $10.6  billion.  The  front-end 
nursing  home  proposal  serves  the  largest  number  of  elderly  beneficiaries  for 
the  smallest  increase  in  public  expenditures — $4.9  billion. 

The  two  programs  designed  to  encourage  the  private  purchase  of  coverage 
for  potentially  catastrophic  long-term  care  expenses — the  disability  insurance 
tax  credit  and  Medicaid  spenddown  insurance — would  have  little  effect  on 
long-term  care  financing  in  the  short  run.  In  the  longer  term,  these  programs 
are  expected  to  have  a  large  number  of  participants,  up  to  40  percent  of  the 
elderly.  These  programs  would  have  a  relatively  small  effect  on  the  public 
financing  of  long-term  care  services  but  are  expected  to  significantly  offset 
out-of-pocket  expenditures  for  those  who  participate. 

Finally,  the  optional  Medicare  comprehensive  coverage  program  is  a  unique 
method  of  expanding  the  financing  of  health  care  services  to  include 
prescription  drugs  and  long-term  care  services  without  increasing  public 
spending. 
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EXHIBIT  1 

OPTIONS  FOR  LONG-TERM  CARE  REFORM 


Reform  Options 

Description 

PUBLICLY  FINANCED 

Medicaid  Reform 

Increases  the  financial  resources  participants  allowed  to 
retain. 

Comprehensive  Social 
Insurance 

Relies  on  broad-based  taxation  earmarked  to  cover  cost  of 
wide  range  of  long-term  care  services  for  any  needed  care. 

Front-End  Nursing  Home 
Coverage 

Covers  several  months  at  start  of  stay  so  that  persons  who 
have  shorter  stays  are  able  to  return  to  the  community. 

Back-End  Nursing  Home 
Coverage 

Starts  paying  benefits  after  1  to  2  years  of  care  so  that 
persons  with  long  stays  (catastrophic  costs)  are  assisted. 

Expanded  Home  Care 

Targets  the  severely  disabled  and/or  low-income  persons; 
most  proposals  include  ADL-related  personal  care  services. 

PRIVATELY  FINANCED 

Individual  Medical 
Accounts  (IMAs) 

Allows  tax-deferred  contributions  and  interest  accumulation 
for  accounts  designated  for  long-term  care  expenses. 

Incentives  for  LTC 
Insurance  Purchase 

Examples  of  tax  incentives  include  allowing  private  firms  to 
offer  LTC  insurance  as  a  tax-exempt  fringe  benefit  and  tax 
deductions  and  tax  credits  for  the  purchase  of  LTC 
insurance. 

Accelerated  Death 
Benefits 

Allows  persons  in  nursing  homes  to  use  the  death  benefits 
of  their  life  insurance  policies  to  pay  for  nursing  home  care. 

Use  of  Pension  Funds 

Persons  elect  reduced  pension  benefits  in  exchange  for  (1) 
the  purchase  of  long-term  care  insurance  or  (2)  increased 
benefits  upon  disability. 

Tax  Incentives  for 
Disability  Insurance 
Purchase 

Provides  tax  incentives  for  purchase  of  private  insurance 
policies  that  would  pay  cash  benefits  to  persons  with 
chronic  disabilities. 
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EXHIBIT  1  (Continued) 


Reform  Options 

Description 

PUBLIC/PRIVATE  FINANCING 

Medicaid  Spend-Down 
Insurance 

Seeks  to  increase  the  purchase  of  long-term  care  insurance  and 
reduce  the  number  of  people  who  deplete  their  assets  in 
nursing  homes  by  permitting  individuals  who  purchased  and 
used  long-term  care  insurance  to  keep  an  increased  level  of 
assets  and  still  qualify  for  Medicaid. 

Voluntary  Medicare 
Insurance 

Allows  Medicare  beneficiaries  the  option  to  purchase 
government  sponsored  coverage,  similar  to  the  Part  B  coverage 
option  where  the  benefits  could  be  financed  either  through 
premiums  or  increased  deductibles  for  Part  A  or  B  services. 

Optional  Medicare 

Comprehensive 

Coverage 

Coordinates  and  combines  both  acute  care  services  and  long- 
term  care  services  under  one  system  of  financing  as  a  voluntary 
beneficiary  option  under  Medicare;  a  private  insurance  plan 
would  cover  initial  medical  expenses  up  to  a  specified  threshold 
and  a  public  plan  would  then  cover  catastrophic  medical 
expenses  for  beneficiaries  who  exceed  the  private  financing 
threshold. 
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THE  PROBLEMS  OF  LONG-TERM  CARE 


Five  major  problems  affect  the  United  States'  long-term  care  financing  and 
delivery  system.  These  problems  include  the: 

•  catastrophic  costs  of  long-term  care; 

•  lack  of  public  or  private  risk-pooling; 

•  variation  and  lack  of  access; 

•  questionable  quality  of  long-term  care  services;  and 

•  high  and  increasing  long-term  care  expenditures. 

This  chapter  briefly  discusses  each  of  these  problems  as  well  as  the  factors 
that  contribute  to  each  problem  and  the  consequences  of  each  problem. 

The  Catastrophic  Costs  of  Long-Term  Care 

Many  persons,  particularly  the  elderly,  have  been  or  fear  being  impoverished 
by  the  catastrophic  costs  of  nursing  home  and  other  long-term  care  (LTC) 
services.6  For  example,  a  recent  American  Association  of  Retired  Persons 
survey  found  that  64  percent  of  Americans  are  "very  concerned"  about  the 


6  This  discussion  of  long-term  care  concentrates  mainly  on  the  elderly  because  less  is  known  about 
the  long-term  care  use  of  the  nonelderly.  Although  people  of  all  ages  need  long-term  care,  about  three- 
quarters  of  functionally  disabled  adults  and  90  percent  of  nursing  home  residents  are  aged  65  or  older 
(Congressional  Budget  Office,  Choices  for  Long-Term  Care,  June  1991). 
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costs  of  LTC;  53  percent  are  "not  very"  or  "not  at  all  confident"  that  they 
would  be  able  to  pay  for  LTC,  and  73  percent  believe  that  nursing  home 
costs  would  impoverish  them.7  These  fears  are  justified.  While  only  about 
five  percent  of  the  elderly  are  nursing  home  patients  at  any  one  time, 
estimates  of  the  lifetime  chance  of  having  at  least  one  elderly  nursing  home 
stay  range  from  25  to  63  percent,  with  most  of  the  estimates  clustering  at 
40  to  50  percent.8  While  many  of  these  nursing  home  stays  are  short  (under 
a  year),  the  elderly  face  about  a  20-percent  chance  of  spending  a  year  or 
more  in  a  nursing  home.9  Since  a  year's  stay  in  a  nursing  home  now 
averages  about  $30,000,  the  risk  of  incurring  substantial  LTC  expenses  for 
the  elderly  is  quite  high. 

It  is  important  to  realize  that  "catastrophic  costs"  should  be  measured  on  a 
relative,  rather  than  an  absolute,  scale.  In  other  words,  an  expense  of 
$30,000,  while  high,  can  be  afforded  by  individuals  with  substantial  incomes 
and  personal  wealth.  At  the  same  time,  even  expenses  of  $1,000  to  $2,000 
can  completely  wipe  out  a  poor  individual's  or  a  family's  savings. 

The  importance  of  measuring  the  costs  of  catastrophic  care  on  a  relative  scale 
becomes  particularly  important  when  one  considers  those  most  at  risk  for 
entering  nursing  homes — single  (often  widowed)  elderly  women.10  Grad 


7  The  Daniel  Yankelovich  Group,  Inc.,  Long-Term  Care  in  America:  Public  Attitudes  and  Possible 
Solutions,  Report  of  Study  Findings  (Washington,  DC:  The  American  Association  of  Retired  Persons, 
1990). 

8  M.A.  Cohen,  E  J.  Tell,  and  S.S.  Wallack,  "The  Lifetime  Risks  and  Costs  of  Nursing  Home  Use 
Among  the  Elderly,"  Medical  Care,  1986,  pp.  1161-1172.  The  Brookings/ICF  Long-Term  Care  Financing 
Model  (LTCFM)  estimates  the  chance  at  roughly  50  percent,  while  another  recent  estimate  is  43  percent 
(Peter  Kemper  and  Christopher  M.  Murtaugh,  "The  Lifetime  Use  of  Nursing  Home  Care,"  The  New 
England  Journal  of  Medicine,  February  28, 1991,  pp.  595-600). 

8  Estimates  from  the  Brookings/ICF  Long-Term  Care  Financing  Model. 
10  Estimates  from  the  Brookings/ICF  Long-Term  Care  Financing  Model  and  Kemper  and  Murtaugh, 
"The  Lifetime  Use  of  Nursing  Home  Care." 
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found  that  the  rate  of  poverty  among  widows  (26  percent)  in  1984  was 
roughly  three  times  the  rate  among  retired  workers  (7  percent)  or  the  aged 
wives  of  retired  workers  (9  percent).11  Grad  also  found  that  the  median  net 
worth  of  elderly  widows  was  about  two-thirds,  and  the  median  level  of 
financial  assets  was  less  than  one-half,  of  the  levels  of  retired  workers  and 
their  aged  wives.  Thus,  the  group  least  able  to  afford  high  long-term  care 
costs  is  the  same  group  which  has  the  highest  risks  of  incurring  these  costs. 

Individuals  and  families  with  catastrophic  costs  often  end  up  spending  all 
their  assets  and  relying  on  Medicaid  to  pay  for  their  long-term  care.  This 
process  is  called  "spenddown"  to  Medicaid.12  For  many  elderly,  the  loss  of 
their  lifetime  savings  is  not  the  most  devastating  problem  associated  with 
Medicaid  spenddown.  For  middle  class  elderly  who  spend  down  to 
Medicaid,  the  loss  of  financial  control  and  the  stigma  associated  with  being 
on  welfare  are  even  more  significant  problems. 

The  Lack  of  Public  or  Private  Risk-Pooling 
The  Inability  to  Pool  Risks 

From  the  perspective  of  a  potential  long-term  care  patient  or  his/her  family, 
the  potentially  catastrophic  costs  of  this  care  are  not  the  only  problem.  A 
bigger  problem  is  that  the  elderly  have  been  generally  unable  to  insure 
themselves  against  this  risk.  Unlike  elderly  acute-care  expenses,  which  are 
covered  by  public  programs  (e.g.,  Medicare  or  Medicaid  for  the  low-income 


11  Susan  Grad,  "Income  and  Assets  of  Social  Security  Beneficiaries  by  Type  of  Asset,"  Social  Security 
Bulletin,  January  1989,  pp.  2-10. 

12  Denise  A.  Spence  and  Joshua  M.  Wiener,  "Estimating  the  Extent  of  Medicaid  Spend-Down  in 
Nursing  Homes,"  Journal  of  Health  Politics,  Policy,  and  Law,  Vol.  15,  No.  3,  Fall  1990. 
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elderly)  or  private  insurance  (e.g.,  Medigap  policies),  the  elderly  must  pay  for 
a  much  higher  fraction  of  their  long-term  care  expenses  out-of-pocket.  As 
seen  in  table  1,  the  fraction  of  total  expenses  that  is  paid  privately  for  nursing 
home  care  is  approximately  57  to  59  percent  for  different  elderly  groups.13 
In  contrast,  only  about  27  to  38  percent  of  non-nursing  home  care  expenses 
are  paid  privately. 

When  facing  large  expenses,  families  typically:  (1)  borrow  money  (e.g., 
home  mortgages,  car  loans,  educational  loans);  (2)  save  money  in  advance 
(e.g.,  retirement  savings,  saving  for  a  child's  college  education);  or  (3) 
purchase  insurance  (e.g.,  health  insurance,  fire  and  home  casualty  insurance, 
automobile  insurance).  The  first  two  funding  options  may  not  provide 
adequate  funding  for  long-term  care.  First,  it  is  unlikely  that  individuals 
would  be  able  to  borrow  to  help  pay  for  long-term  care  unless  they  could 
provide  some  collateral  for  such  a  loan.14 

Second,  because  it  is  extremely  uncertain  whether  any  particular  elderly 
individual  or  family  will  face  high  long-term  care  expenses  and  it  is  even 
more  uncertain  how  high  those  expenses  could  be,  funding  long-term  care 
through  private  savings  may  not  be  an  efficient  method  of  preparing  for  its 
potential  costs.  That  is,  to  protect  themselves  against  the  risk  of  a  1-year 
nursing  home  stay,  all  elderly  would  have  to  save  at  least  $30,000.  For  the 
one  elderly  in  five  with  a  stay  of  about  1  year,  this  would  be  an  appropriate 
level  of  savings.  However,  for  the  three  elderly  in  five  who  do  not  enter  a 


13  Almost  all  private  financing  nursing  home  care  is  paid  out-of-pocket  by  recipients  and  their  families. 

14  Many  researchers  have  considered  the  possibility  of  the  elderly  financing  their  long-term  care 
expenses  by  converting  their  home  equity  into  liquid  assets  through  reverse  annuity  mortgages  (RAMs). 
For  example,  see  W.D.  Weinrobe,  "Home  Equity  Conversion  and  the  Financing  of  Long-Term  Care," 
Health  Care  Financing  Review  Annual  Supplement,  1988,  pp.  1 13-1 16.  Because  of  the  reluctance  of  both 
the  elderly  and  banks  to  engage  in  this  activity,  very  few  elderly  have  adopted  reverse  annuity  mortgages. 
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nursing  home  or  who  have  very  short  stays,  this  would  result  in 
"oversavings" — they  could  have  increased  their  standard  of  living  instead  of 
saving  for  the  contingency.  Finally,  the  one  elderly  in  five  who  has  a  longer 
stay  would  not  have  saved  enough.  If  certain  individuals  knew  at  young 
ages  that  they  would  need  long-term  care,  these  individuals  would  save  for 
its  costs.  However,  much  of  the  disability  requiring  long-term  care  does  not 
occur  until  individuals  are  elderly.  Thus,  the  random  nature  of  many 
disabilities  makes  it  difficult  to  save  for  long-term  care  expenses. 

Insurance  remains  a  logical  and  efficient  method  of  preparing  for  and  funding 
long-term  care  expenses.  Insurance  takes  advantage  of  risk-pooling,  where 
the  risk  of  long-term  care  costs  is  spread  across  users  and  nonusers  alike.  By 
spreading  these  expenses,  the  highest  possible  costs  borne  by  one  family  are 
greatly  reduced.  Methods  of  pooling  risk  include  both  public  (social 
insurance)  and  private  (long-term  care  insurance)  options. 
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TABLE  1 


PER  CAPITA  MEDICAL  EXPENSES  OF  THE  ELDERLY 
IN  1987 
(1989  Dollars) 


Source 

AGE 

65  to  69 

70  to  74 

75  to  79 

80  to  84 

85+ 

Non-Nursing  Home  Expenses 

Total 

$3,889 

$4,446 

$5,079 

$5,582 

$5,938 

Private 

$1,458 

$1,483 

$1,510 

$1,535 

$1,571 

Private  as  a 
Percentage  of 
Total  Expenses 

37.5% 

33.5% 

29.7% 

27.5% 

26.5% 

Nursing  Home  Expenses 

Total 

$180 

$393 

$875 

$1,750 

$4,080 

Private 

$103 

$224 

$503 

$1,012 

$2,392 

Private  as  a 
Percentage  of 
Total  Expenses 

57.0% 

56.9% 

57.4% 

57.8% 

58.6% 

SOURCE:    Daniel  R.  Waldo,  et  al.,  "Health  Expenditures  by  Age  Group,  1 977  and  1 987," 
Health  Care  Financing  Review,  Summer,  1989,  pp.  1 1 1-120. 


Why  Isn't  There  More  Risk-Pooling? 

Unfortunately,  there  is  very  little  public  or  private  risk-pooling  for  long-term 
care  expenses.  There  are  three  major  reasons  for  the  lack  of  long-term  care 
risk-pooling,  as  discussed  below. 
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Public  programs  which  fund  long-term  care  expenses  do  not  provide 
risk-pooling.  The  Medicare  program  is  meant  to  provide  the  elderly  with 
acute-care  coverage,  not  long-term  care.  For  this  reason,  the  only  "long-term 
care"  coverage  Medicare  provides  is  for  skilled  nursing  facility  (SNF)  care 
and  home  health  care  following  acute-care  hospital  stays.  Medicare  thus 
provides  less  than  5  percent  of  all  long-term  care  spending  for  the  elderly. 
The  Medicaid  program  provides  long-term  care  benefits  only  to  the  indigent 
and  thus  is  not  a  source  of  risk-pooling.15 

Current  retiree  health  insurance  benefits  mainly  cover  acute  hospital 
care  and  physician  services,  not  chronic  home  care  services  or  nursing 
home  care.  Retiree  health  plans  of  today  typically  convert  to  a  Medicare 
supplemental  insurance-like  (Medigap)  policy  once  a  retiree  accepts  Medicare 
benefits.  Medigap  policies,  by  design,  do  not  cover  extended  nursing  home 
care  or  home  care  services  for  the  chronically  disabled. 


15  When  a  patient  first  enters  a  nursing  home,  he/she  is  required  to  exhaust  any  Medicare,  private 
insurance  benefits,  and  personal  resources  before  qualifying  for  Medicaid  benefits.  The  exhaustion  of 
personal  resources  is  known  as  Medicaid  spend-down.  During  spend-down,  individuals  must  surrender  all 
current  income  except  for  a  small  personal  allowance  (currently  $35  per  month)  and  almost  all  assets 
(most  States  allow  the  patient  to  keep  roughly  $2,000).  Medicaid  then  covers  any  nursing  home  costs  in 
excess  of  the  patient's  remaining  income. 

For  example,  if  a  patient  starts  with  $10,000  in  assets  and  $1,000  per  month  in  income,  and  nursing 
home  care  costs  $2,500  per  month,  the  patient  must  spend  $8,000  in  assets  (assuming  he/she  can  keep 
$2,000).  When  these  assets  are  exhausted,  the  patient  then  surrenders  $965  ($1 ,000-$35)  (the  personal 
allowance)  of  his/her  monthly  income  to  the  home  and  Medicaid  contributes  the  remaining  $1 ,535  ($2,500- 
$965).  For  married  couples,  a  spouse  remaining  in  the  community  can  retain  some  of  the  couple's  assets 
and  income.  The  community  spouse  is  entitled  to  any  of  the  couple's  income  up  to  150  percent  of 
poverty,  and  all  of  the  couple's  assets  up  to  $12,000,  or  half  of  the  couple's  assets  to  a  cap  of  $60,000. 
For  example,  in  the  case  of  a  couple  with  $10,000  in  assets,  the  community  spouse  can  keep  all  $10,000; 
for  a  couple  with  $30,000  in  assets,  the  community  spouse  can  keep  $15,000;  and  for  a  couple  with 
$200,000  in  assets,  the  community  spouse  is  entitled  to  $60,000. 
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The  private  long-term  care  insurance  market  is  not  mature.  Current 
estimates  place  the  number  of  long-term  care  insurance  policies  sold  as  of  the 
end  of  1990  at  1.9  million.16  This  means  that  less  than  5  percent  of  the 
elderly  have  long-term  care  insurance.  There  are  many  reasons  why  so  few 
persons  have  purchased  private  long-term  care  insurance.  These  reasons  can 
be  divided  into  two  major  areas: 

•  Limited  demand  for  long-term  care  insurance.  There  are  a  variety 
of  reasons  why  individuals  have  not  purchased  long-term  care 
insurance: 

-  Many  individuals  underestimate  the  risk  of  incurring  long-term 
care  expenses  and  thus  think  they  do  not  need  insurance; 

-  Many  individuals  mistakenly  think  that  Medicare  or  Medicare 
supplemental  policies  ("Medigap")  would  pay  for  an  extended 
nursing  home  stay;17 

-  Many  elderly  individuals,  particularly  older  elderly,  may  not  be 
able  to  buy  insurance  because  they  are  disabled; 

-  Many  elderly,  particularly  the  older  elderly,  cannot  afford  the 
insurance;18 


16  Health  Insurance  Association  of  America,  News  Release,  May  30, 1991.  The  number  of  policies  jn 
force  is  less  than  1 .9  million. 

^  The  Daniel  Yankelovich  Group,  Inc.,  Long-Term  Care  in  America:  Public  Attitudes  and  Possible 
Solutions,  Report  of  Study  Findings. 

18  Stanley  S.  Wallack,  "Recent  Trends  in  Financing  Long  Term  Care,"  Health  Care  Financing  Review: 
Annual  Supplement,  1988,  pp.  97-102.  Delaying  the  age  of  purchase  substantially  increases  premiums 
because  policies  are  age-rated.  For  example,  a  policy  offered  by  AARP/Prudential  has  premiums  of  $20 
per  month  at  age  55,  but  $135  per  month  at  age  75. 
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-  Many  elderly  who  could  afford  the  insurance  do  not  think  the 
policies  now  offered  will  protect  them  or  provide  the  type  of  care 
they  would  like; 

-  Many  elderly  do  not  think  that  the  policies  currently  sold  are  a 
good  value;19 

-  Younger  persons  do  not  consider  purchasing  long-term  care 
insurance  because  the  risk  of  use  is  a  remote  possibility;  and 

-  Because  of  the  ambiguity  concerning  long-term  care  in  the  tax 
code,  many  employers  have  not  approached  insurers  about 
offering  long-term  care  insurance. 

•  Limited  supply  of  insurance.  Until  recently,  few  companies  offered 
long-term  care  insurance.  This  means  that  many  of  the  current  elderly 
have  not  been  able  to  purchase  insurance: 

-  Most  policies  are  not  sold  to  individuals  over  age  80;  therefore, 
many  older  elderly  have  been  unable  to  buy  a  policy; 

-  Because  of  lack  of  employer  interest,  there  has  been  a  very  limited 
employer  group  insurance  market  until  recently;  and 

-  Because  of  the  potential  uncertainties  associated  with  the  tax 
status  of  the  policies  and  their  risk,  until  recently  insurance 
companies  have  not  aggressively  marketed  policies  on  an 
employer-group  basis. 


19  See  Consumer  Reports,  June  1991,  pp.  425-442. 
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Variation  and  Lack  of  Access 


Variation  in  the  availability  and  reimbursement  of  long-term  care  services 
causes  inter-  and  intra-State  variation  in  access  to  public  long-term  care 
services.  In  many  areas,  there  is  a  lack  of  access  to  home  care  services. 
Many  analysts  think  there  is  an  institutional  bias  in  public  spending  for  long- 
term  care  services.  For  example,  only  11.5  percent  of  total  long-term  care 
spending  in  1990  was  devoted  to  home  and  community-based  care.20 

Inadequate  Reimbursement 

Economic  theory  suggests  that  access  to  long-term  care  will  be  related  to  the 
level  of  reimbursement.21  For  example,  a  nursing  home  will  tend  to  accept 
"heavier  care"  patients  only  if  the  home  receives  more  money  for  their  care, 
and  homes  tend  to  accept  patients  who  pay  the  highest  rates  first  before 
accepting  patients  paying  lower  rates.  Private  pay  patients — who  almost 
always  pay  the  highest  rates  a  home  receives  for  care — are  thus  often  served 
first.  Public  pay  patients  must  then  often  wait  for  nursing  home  care  22  A 
recent  GAO  report  documented  these  access  problems  for  heavy  care  and 
Medicaid  patients.23 


20  U.S.  Department  of  Health  and  Human  Services,  News  Release,  Oct.  2, 1991. 

21  William  J.  Scanlon,  "A  Theory  of  the  Nursing  Home  Market,"  Inquiry,  Spring  1980,  pp.  25-41 . 

22  A.  Dor,  "The  Cost  of  Medicare  Patients  in  Nursing  Homes  in  the  United  States,"  Journal  of  Health 
Economics,  Vol.  8  (1989),  pp.  253-270. 

23  U.S.  General  Accounting  Office,  Nursing  Homes:  Admission  Problems  for  Medicaid  Recipients  and 
Attempts  to  Solve  Them,  September  1990. 
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The  Supply  of  Nursing  Home  Services 


Access  to  nursing  home  services  also  varies  geographically.  In  1989,  the 
number  of  nursing  home  beds  per  1,000  persons  aged  65  and  over  in  the 
U.S.  was  52.8;  nursing  home  bed  supply  ranged  from  a  low  of  26.2  in 
Nevada  to  a  high  of  85.3  in  Kansas.24  Many  States  attempt  to  rigidly 
control  this  supply  through  certificate  of  need  (CON)  and  construction 
moratoria  programs.  Whether  these  controls  result  in  an  undersupply  of 
nursing  home  beds  is  debatable.  Other  analysts  think  that  the  problems  of 
low  bed  supply  levels  are  due  more  to  low  levels  of  capital  cost 
reimbursement  under  State  Medicaid  programs  than  CON  programs. 

In  some  States  with  high  ratios  of  nursing  home  beds  to  the  number  of 
elderly  persons,  there  still  may  be  an  excess  demand  for  beds,25  while  States 
with  low  ratios  might  provide  non-nursing  home  care  arrangements.  (For 
example,  Florida  had  a  ratio  of  26.9  beds  per  1,000  persons  aged  65  and 
older  in  1989  but  had  a  large  number  of  board  and  care  homes).  Whether 
nursing  home  bed-to-population  measures  are  the  best  measure  of  the  amount 
of  care  available  is  uncertain,  but  the  supply  of  care  measured  in  this  manner 
has  fallen  rapidly.  For  example,  from  1978  to  1989,  the  number  of  beds  per 
1,000  elderly  persons  declined  from  59.2  to  52.8  (a  decline  of  11  percent).  If 
this  declining  trend  in  bed  supply  continues,  the  lack  of  nursing  home  beds 
may  pose  serious  access  problems  in  the  future. 


24  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  State  Population  and  Household  Estimates: 
July  1,  1989,  Series  p-25,  No.  1058, 1990. 

25  Joseph  Nyman,  "Analysis  of  Nursing  Home  Use  and  Bed  Supply:  Wisconsin,  1983,"  Health 
Services  Research,  Vol.  24  (October  1989),  pp.  511-537. 
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Problems  with  Access  to  Home  and  Community-Based 
Long-Term  Care 

While  Medicaid's  long-term  care  benefit  does  cover  home  care,  the  greater 
part  of  expenditures  in  most  States  is  for  institutional  care.  In  addition,  most 
of  the  services  provided  under  the  Medicaid  home  health  benefit  are 
medically  oriented.  In  the  Omnibus  Budget  Reconciliation  Act  (OBRA)  of 
1981,  Congress  attempted  to  correct  this  imbalance.  In  Section  2176  of 
OBRA,  States  were  permitted  to  apply  to  the  Health  Care  Financing 
Administration  (HCFA)  for  3-year  waivers  to  expand  home  and  community 
care  for  long-term  care  patients.  To  be  granted  approval,  however,  these 
Section  2176  waivers  had  to  (1)  serve  only  patients  who  would  otherwise  be 
institutionalized  and  (2)  cost  no  more  than  the  foregone  institutional  care.  In 
1987,  only  3  percent  of  the  elderly  impaired  population  were  covered  by 
these  waiver  programs.26  Many  States  do  supplement  Medicare  and 
Medicaid  home  care  services  with  their  own  State-funded  home  care 
programs.  These  programs  are  quite  limited,  however. 

The  limited  supply  of  these  home  and  community  long-term  care  services 
helps  explain  why  many  elderly  impaired  persons  living  in  the  community 
are  not  receiving  care.    Rowland  (1989)  found  that  20  percent  of  the 
impaired  community  elderly  (defined  as  individuals  with  two  or  more 
activity-of-daily-living  impairments  [ADLs])27  reported  receiving  no  ADL 
assistance  and  44  percent  of  those  living  alone  received  no  personal  care.28 


26  Special  Committee  on  Aging,  1988. 

27  ADL  impairments  are  problems  with  the  basic  tasks  of  daily  living  such  as  eating,  bathing,  dressing, 
toileting,  and  transferring.  The  other  well-known  type  of  disability,  impairment  of  instrumental  activities  of 
daily  living  (lADLs),  are  problems  with  basic  cognitive  or  social  tasks  such  as  cooking,  housekeeping, 
shopping,  etc. 

28  Diane  Rowland,  "Measuring  the  Eldeii/s  Need  for  Home  Care,"  Health  Affairs,  Winter  1989, 
pp.  39-51. 
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Caregiver  Burden 


Because  of  the  scarcity  of  public  home  and  community  long-term  care 
services,  a  disproportionate  amount  of  care  is  provided  by  the  family  or 
friends  of  the  patient.29  This  informal  care  is  frequently  unpaid  and  may 
impose  substantial  economic  and  emotional  burdens  on  the  caregiver. 
Caregivers  are  almost  always  relatives  of  the  patients  and  typically  are  wives, 
daughters,  and  daughters-in-law.  Currently,  roughly  80  percent  of  the  elderly 
disabled  population  receive  some  informal  care.  Many  of  these  caregivers 
are  in  late  middle  age  or  are  elderly:  (1)  42  percent  are  45  to  64  years  old; 
(2)  26  percent  are  65  to  74;  and  (3)  10  percent  are  age  75  and  older.130 
Middle-aged  caregivers  are  often  referred  to  as  part  of  the  "sandwich 
generation;"  they  are  caught  juggling  the  demands  of  employment,  their 
young  children  and  spouses,  and  their  elderly  parents. 

Questionable  Quality  of  Long-Term  Care  Services 

While  anecdotal  evidence  suggests  that  the  quality  of  care  in  some  nursing 
homes  is  poor,  measuring  the  quality  of  care  (or  even  agreeing  on 
appropriate  indicators  of  the  quality  of  care)  is  difficult.  For  example,  a 
1986  Institute  of  Medicine  Study  concluded  that  "no  studies  .  .  .  have 
adequately  investigated  the  complex  relationship  among  costs,  charges, 
reimbursement,  and  quality."31  Still,  many  analysts  believe  that  the  quality 
of  care  in  some  nursing  homes  and  home  care  settings  is  poor  and  that  the 


r'  Many  individuals  would  prefer  to  provide  care  to  their  family  members  even  if  home  care  services 
were  readily  available, 

30  Select  Committee  on  Aging,  U.S.  House  of  Representath/es,  1987. 

31  Institute  of  Medicine,  improving  the  Quality  of  Care  in  Nursing  Homes,  Washington  DC,  National 
Academy  Press,  1986. 


23 


quality  of  care  varies  substantially  within  and  across  different  States  and 
patient  categories  (e.g.,  private  pay,  Medicaid,  and  Medicare).  Nursing 
homes  whose  patients  are  mostly  private  generally  provide  higher-quality 
care  than  facilities  dependent  on  Medicaid  patients.32 

The  factors  contributing  to  inadequate  quality  include  a  lack  of  understanding 
of  the  process  of  effective  care,  a  lack  of  knowledge  about  the  effect  of 
licensure,  certification,  and  other  regulations  on  the  quality  of  care,  low 
staffing  standards,  a  lack  of  consumer  information,  and  low  public 
reimbursement  rates. 

Currently,  HCFA  is  addressing  the  issue  of  quality  of  care  in  nursing  homes 
and  home  care  settings  (particularly  for  public  pay  patients — Medicare  and 
Medicaid)  with  the  implementation  of  the  OBRA  1987  regulations  which 
cover  the  screening  of  mentally  impaired  (MI)  and  mentally  retarded  (MR) 
patients,  new  inspection  procedures  including  nurse's  aide  training.  It  is  not 
clear,  however,  what  the  effect  of  OBRA  1987  will  be  on  quality  of  care  and 
quality  of  life  in  long-term  care  settings  or  on  the  cost  of  nursing  home  care. 

Even  with  more  effective  regulations,  the  problem  of  potential  differences  in 
the  quality  of  care  among  different  patient  pay  status  groups  (private, 
Medicare,  and  Medicaid)  remains.  Because  Medicaid  programs  pay  less  for 
patient  care,  some  analysts  consider  the  current  system  of  long-term  care 
delivery  to  be  a  two-tiered  system,  in  terms  of  both  access  to  care  and  the 
quality  of  the  services  delivered.33  Private  pay  patients  receive  as  much 
high-quality  care  as  they  are  willing  to  pay  for,  while  Medicaid  patients  must 
"wait  in  line"  for  care  of  lower  quality  as  it  becomes  available. 


Alice  RMin  and  Joshua  M.  Wiener,  Caring  for  the  Disabled  Elderly,  The  Brookings  Institution,  1988. 
William  J.  Scanlon,  "A  Theory  of  the  Nursing  Home  Market,"  Inquiry,  Spring  1980,  pp.  25-41 . 
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High  and  Increasing  Long-Term  Care  Expenditures 


In  1990,  $53.1  billion  was  spent  on  nursing  home  care  in  the  United  States; 
52  percent  ($27.7  billion)  of  this  total  was  provided  by  public  programs. 
Medicaid  ($24.1  billion)  and  Medicare  ($2.5  billion)  accounted  for  over 
90  percent  of  total  public  spending.  The  estimated  total  spending  on  home 
care  in  the  same  year  was  $6.9  billion.34  By  2018,  long-term  care  spending 
for  the  elderly  will  exceed  $100  billion  (1989  dollars).35  The  Federal  and 
especially  the  State  governments*  budgets  could  well  experience  explosive 
expenditure  growth  for  publicly  provided  long-term  care  services.  Paying  for 
long-term  care  will  place  great  strains  on  already  stretched  budgets  and  may 
force  States  to  consider  explicitiy  the  tradeoffs  between  funding  the  health 
care  of  the  elderly  and  nonelderly  poor  (through  Medicaid). 

Two  trends  will  account  for  the  rapid  growth  in  total  long-term  care  costs. 
First,  the  size  of  the  elderly  population  is  growing  rapidly.  In  1990,  the 
31.6  million  elderly  (age  65  and  older)  and  3.3  million  oldest  old  (aged  85 
and  over)  comprised  approximately  12.7  and  1.3  percent  of  the  total 
population,  respectively.  The  Bureau  of  the  Census  estimates  that  by  2030 
the  elderly  population  will  more  than  double  to  65.6  million  (21.2  percent  of 
the  population)  and  the  oldest  old  population  will  exceed  8  million 
(2.8  percent  of  the  population).36 

Second,  the  costs  of  long-term  care  have  risen  rapidly,  and  there  is  no  reason 
to  believe  this  trend  will  not  continue  in  the  future.  As  table  2  indicates, 


34  U.S.  Department  of  Hearth  and  Human  Services,  News  Release,  Oct.  2, 1991. 

35  Estimates  from  the  Brookings/ICF  Long  Term  Care  Financing  Model. 

36  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  State  Population  and  Household  Estimates: 
July  1,  1989. 
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nursing  home  revenue  and  nursing  home  input  prices  have  been  increasing 
more  rapidly  than  the  consumer  price  index.  From  1982  to  1988,  nursing 
home  revenues  grew  71  percent  and  nursing  home  input  prices  grew  41 
percent,  both  exceeding  the  30-percent  rise  in  consumer  prices  during  the 
same  period. 

It  must  be  stressed  that  predicting  the  path  of  future  long-term  care 
expenditures  is  difficult.  Most  projections  of  the  future  demand  for  long- 
term  care  assume  that  elderly  rates  of  disability  will  remain  constant  and  that 
the  supply  of  long-term  care  services,  particularly  nursing  home  beds,  will 
grow  at  the  same  rate  as  the  increase  in  the  elderly  population.  Both 
assumptions  are  problematic.  In  addition,  the  demand  for  formal  long-term 
care  services  may  change  if  (1)  the  relative  supply  of  informal  care  declines, 
(2)  more  of  the  elderly  are  covered  by  private  LTC  insurance,  or  (3)  its  price 
increases  more  rapidly  than  elderly  incomes. 

It  is  clear  that  in  the  future,  long-term  care  expenditures  will  increase,  as  will 
public  expenditures.  However,  as  a  percentage  of  GNP,  expenditures  for 
long-term  care  may  not  exceed  3  percent  of  GNP.37 


37  Rivtin  and  Wiener  estimate  that  assuming  a  long-run  trend  of  2  percent  growth  in  GNP,  long-term 
care  expenditures  for  the  elderly  will  increase  from  0.87  percent  of  GNP  in  1988  to  2.32  percent  in  2048. 
Alice  Rivlin  and  Joshua  M.  Wiener,  Caring  for  the  Disabled  Elderly,  The  Brookings  Institution,  1988. 
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TABLE  2 


ANNUAL  GROWTH  IN  NURSING  HOME  REVENUES 
THE  NURSING  HOME  INPUT  PRICE  INDEX  (NHIPI) 
THE  CONSUMER  PRICE  INDEX  (CPI) 
1982  TO  1988 


Year 

Growth  in  NH 
Revenue 

NHIPI  Growth 

CPI  Growth 

1982 

11.2% 

8.2% 

6.1% 

1983 

8.8% 

5.9% 

3.2% 

1984 

8.0% 

5.0% 

4.3% 

1985 

6.8% 

3.9% 

3.6% 

1986 

5.9% 

3.0% 

1.9% 

1987 

6.6% 

3.7% 

3.7% 

1988 

8.6% 

5.6% 

4.1% 

SOURCE:    Office  of  National  Cost  Estimates,  Office  of  the  Actuary,  HCFA. 
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OPTIONS  FOR  FINANCING 
LONG-TERM  CARE 


The  financing  and  delivery  of  long-term  care  services  pose  challenging  public 
policy  dilemmas.  This  chapter  presents  a  framework  for  assessing  long-term 
care  reform  options.  A  number  of  public,  private,  and  combined 
public/private  options  are  then  described. 


A  Framework  for  Analyzing  Long-Term  Care 
Reform  Options 

In  addition  to  addressing  the  five  major  problems  outlined  in  the  previous 
chapter,  long-term  care  delivery  and  financing  reform  options  must  strike  a 
balance  among  several  competing  features: 

•  method  of  financing  and  cost  of  the  program; 

•  type  of  covered  services;  and 

•  eligible  population  and  characteristics  of  the  beneficiaries. 

A  fourth  dimension,  important  to  long-term  care  reform  proposals,  is  whether 
any  proposal  increases  the  pooling  of  risk. 

The  three  features  of  reforms  for  risk-pooling  approaches  are  shown  in 
figure  1.  These  dimensions  represent  the  basic  choices  necessary  in 
designing  or  redesigning,  and  evaluating,  long-term  care  reform  options. 
Figure  1  also  shows  the  most  important  categories  within  each  dimension. 
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Because  of  the  importance  of  cost,  the  categories  shown  in  Figure  1  are 
arrayed  on  each  dimension  according  to  their  potential  cost  implications  to 
the  Federal  Government.  It  is  important  to  note  that  this  emphasis  on  cost  is 
but  one  method  to  arrange  the  categories;  other  methods  could  be  defined 
(e.g.,  defining  populations  with  the  most  "need")  and  the  categories  on  each 
axis  of  the  framework  would  then  be  adjusted  accordingly. 
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Risk-Pooling 


A  key  distinction  regarding  long-term  care  reform  proposals  must  be  made 
between  an  individual  accumulation  of  savings  and  risk-pooling.  Many 
proposals  include  methods  in  which  individuals  independently  accumulate 
savings  to  pay  for  long-term  care.  In  contrast  with  individual  accumulation 
of  savings,  risk-pooling  allows  persons  to  spread  the  costs  of  care  among  all 
members  of  the  pool,  reducing  the  burden  on  any  one  individual  for  the  costs 
of  care  in  the  event  of  illness.  Insurance  is  one  method  of  risk-pooling. 

Method  of  Financing 

The  second  dimension  of  any  long-term  care  reform  option  is  the  financing 
of  the  services.  In  Figure  1,  financing  is  represented  as  a  continuum  which 
ranges  from  total  private  responsibility  for  the  cost  of  care  to  total 
government  (public)  responsibility.  Options  which  mix  public  and  private 
financing  responsibility  lie  between  these  two  extremes.  Clearly,  the  method 
of  financing  has  implications  for  the  impact  of  any  reform  proposal  on  public 
expenditures  and  out-of-pocket  spending.  Note  that  both  public  and  private 
financing  methods  can  involve  individual  accumulation  financing  or  risk- 
pooling. 

Type  of  Covered  Services 

The  third  dimension  of  any  long-term  care  reform  option  is  the  type  of 
services  covered.  Third-party  coverage  of  long-term  care  services  under  the 
current  public  and  private  programs  is  limited.  It  includes  post-acute  skilled 
nursing  care  in  an  institution  or  through  a  home  health  agency  (generally 
paid  by  Medicare  and  private  acute  health  insurance),  State-funded  personal 
care  and  social  services  in  some  States  and  localities,  intermediate  and 
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custodial  care  in  an  institution,  and  home  care  through  private  long-term  care 
insurance  or  through  Medicaid  for  eligible  persons  with  low  income  or  high 
medical  costs. 

Two  broad  categories  of  services  could  be  covered  under  a  reform  option: 
(1)  acute  care  and  (2)  long-term  care. 

Acute  care  comprises: 

•  hospital-based  services  (emergency  care,  inpatient  surgery,  acute 
illness); 

•  ambulatory  services  (physician  office  visits,  outpatient  surgery);  and 

•  ancillary  services  (prescription  drugs,  medical  equipment,  supplies). 
Long-term  care  services  include: 

•  medically  oriented  services  (skilled  nursing  care,  medical  procedures, 
technology); 

•  personal  care  services  (assistance  with  activities  of  daily  living 
[ADLs] — bathing,  dressing,  toileting,  transferring  eating,  continence); 
and 

•  social  services  (assistance  with  instrumental  activities  of  daily  living 
[IADLs] — transportation,  shopping,  housekeeping). 

Most  of  the  acute-care  services  described  above  are  currently  covered  for  the 
elderly  under  Medicare  and  for  the  targeted  poor  under  Medicaid,  either  as  a 
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mandatory  benefit  or  as  an  optional  benefit  through  the  payment  of  premiums 
under  Medicare  Part  B  coverage.38  On  the  other  hand,  Medicare  and 
Medicaid  have  traditionally  paid  for  primarily  medically  oriented  nursing 
home  and  home  care  services.  Other  long-term  care  services,  such  as 
personal  care  and  social  services,  have  not  been  traditionally  covered  through 
federally  funded  programs.  This  has  occurred  in  part  because  these  personal 
care  and  social  services  are  said  to  be  difficult  to  monitor  and  because  they 
may  increase  Medicaid  costs. 

Eligible  Population 

The  fourth  dimension  of  the  framework  for  analysis  involves  the  population 
eligible  to  receive  benefits.  Under  the  current  system,  elderly  persons  aged 
65  and  older  may  receive  skilled  nursing  home  care  and  home  care  under 
Medicare  provided  that  skilled  care  is  medically  necessary.39  As  previously 
mentioned,  eligibility  for  Medicaid  benefits  is  means-tested.  Eligibility 
requirements  for  other  State  and  locally  funded  long-term  care  services  vary 
and  for  budgetary  reasons  are  usually  quite  stringent. 

The  categories  included  in  the  framework  are  (1)  low-income  disabled 
persons,  (2)  disabled  elderly,  (3)  all  disabled,  (4)  all  elderly,  and  (5)  all 
elderly  and  disabled.  The  categories  are  arrayed  in  terms  of  increasing  the 
number  of  persons  covered.  The  categories  are  not  exhaustive  and  can  be 
further  refined.  For  example,  disability  could  be  defined  as  persons  with  two 


38  Medicare  Part  B  (supplemental  medical  insurance)  provides  non-hospital  acute-care  coverage  to  its 
beneficiaries.  It  is  funded  by  a  combination  of  premiums  ($29.90  per  month  in  1991,  or  approximately 
25  percent  of  the  total)  and  general  revenues  (the  other  75  percent).  Almost  all  Medicare-covered  elderly 
elect  Part  B  coverage;  States  must  pay  the  premiums,  copayments,  and  deductibles  of  Medicare  Part  B 
for  the  Medicaid-covered  elderly  (e.g.,  qualified  medical  beneficiaries). 

39  Persons  under  65  who  have  been  disabled  for  2  or  more  years  are  also  eligible  for  Medicare  SNF 
and  home  care  benefits. 
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or  more  ADL  limitations  and  may  or  may  not  include  persons  with  cognitive 
impairment. 

The  size  of  these  population  groups  varies  significantly.  As  shown  in 
exhibit  2,  in  considering  the  potential  size  of  the  population  eligible  for  home 
care  services,  the  number  of  elderly  and  nonelderly  disabled  persons  ranges 
from  2.5  to  3.5  million,  depending  on  how  disability  is  defined  (e.g.,  having 
two  or  more  ADL  limitations  vs.  having  three  or  more  limitations).  If  the 
eligibility  criteria  are  restricted  to  include  only  persons  with  low  income 
(defined  as  income  below  100  percent  of  the  poverty  line)  and  two  or  more 
ADL  limitations,  the  number  of  persons  falls  to  approximately  1.2  million. 


EXHIBIT  2 

EXAMPLE  OF  THE  NUMBER  OF  PERSONS  POTENTIALLY  ELIGIBLE 
FOR  HOME  CARE  SERVICES 
UNDER  LONG-TERM  CARE  REFORM  OPTIONS,  1990 
(in  millions) 


Two  or  More 
ADLs 

Three  or  More 
ADLs 

Low  Income  Disabled 
(with  Two  or  More 
ADLs) 

Nonelderly 
(Age  18-64) 

1.0 

0.7 

0.3 

Elderly 

2.5* 

1.8* 

0.9* 

Total 

3.5 

2.5 

1.2 

SOURCE:  Lewin/ICF  estimates. 


*  Includes  cognitively  impaired  persons. 
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Review  of  Options 


Several  current  proposals  for  financing  long-term  care  are  described  below. 
The  key  distinguishing  factor  among  these  options  is  the  method  of  financing 
(see  exhibit  3).  Each  of  the  proposals  described  could  be  designed  to  include 
any  range  of  covered  services  and  almost  any  eligible  population.  Therefore, 
the  proposals  are  grouped  according  to  whether  each  is  (1)  primarily  publicly 
financed,  (2)  primarily  privately  financed,  or  (3)  a  combination  of  public  and 
private  financing. 

Public  Options 

Public  options  fall  into  two  categories:  those  that  involve  risk-pooling  and 
those  that  do  not.  The  major  approach  that  does  not  involve  risk-pooling 
would  reform  Medicaid  long-term  care  programs.  Public  risk-pooling 
approaches  are  generally  referred  to  as  social  insurance.  Medicaid  reform 
builds  on  the  current  Medicaid  program,  while  social  insurance  approaches 
do  not  use  means-tested  eligibility  criteria  for  the  reimbursement  of  services. 
Social  insurance  approaches  currently  proposed  include  (1)  comprehensive 
social  insurance,  (2)  front-end  benefit  for  nursing  home  care,  (3)  back-end 
benefit  for  nursing  home  care,  and  (4)  expanded  home  care  coverage. 

Medicaid  reform.  Proposals  to  reform  Medicaid  eligibility  for  long-term 
care  services  would  generally  increase  the  financial  resources  participants 
would  be  allowed  to  retain.40  This  approach  would  not  increase  risk- 
pooling  because  the  Medicaid  program  does  not  pool  risks  for  long-term  care 
service  use. 


40  Senator  Packwood  recently  introduced  a  bill  (S.  1668, 102nd  Congress)  that  would  institute  limited 
Medicaid  reform  provisions. 
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EXHIBIT  3 


OPTIONS  FOR  LONG-TERM  CARE  REFORM 


Publicly  Financed 

Privately  Financed 

Public/Private  Financing 

Medicaid  Reform 

Individual  Medical  Accounts 

Medicaid  Spend-Down 

(IMAs) 

Insurance 

Comprehensive  Social 

Insurance 

Incentives  for  LTC  Insurance 

Voluntary  Medicare 

rurcnase 

insurance 

Front-End  Nursing  Home 

Coverage 

Accelerated  Death  Benefits 

Optional  Medicare 
Comprehensive 

Back-End  Nursing  Home 

Use  of  Pension  Funds 

Coverage 

Coverage 

Tax  Incentives  for  the  Purchase 

Expanded  Home  Care 

of  Disability  Insurance 

Medicaid  financing  is  received  only  when  a  person  is  poor  and  in  need  of 
care.  Current  eligibility  criteria  for  Medicaid  financing  vary  depending  upon 
a  recipient's  State  of  residence.  Eligibility  criteria  also  differ  for  nursing 
home  care  and  for  home  care  services. 

For  Medicaid  nursing  home  care  eligibility,  most  States  require  single 
persons  to  have  non-housing  assets  of  $2,000  or  less.  Married  persons  also 
must  have  $2,000  or  less  in  non-housing  assets  but  are  allowed  to  allocate  a 
specified  portion  of  non-housing  assets  to  a  spouse  remaining  in  the 
community  (the  greater  of  up  to  $12,000  or  one-half  of  combined  assets  up 
to  $60,000).  If  a  resident's  asset  level  is  less  than  these  criteria  and  nursing 
home  expenses  exceed  his  or  her  income,  the  patient  generally  will  qualify 
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for  Medicaid.41  While  receiving  Medicaid,  a  patient  must  contribute  nearly 
all  his  or  her  income  to  the  cost  of  care.  Medicaid  residents  are  permitted  to 
keep  approximately  $35  a  month  for  personal  needs  (e.g.,  toiletries, 
magazines,  clothing). 

In  17  States,  a  nursing  home  patient's  income,  as  well  as  financial  assets, 
must  not  exceed  specified  levels  to  qualify  for  Medicaid,  regardless  of  the 
nursing  home  costs.  For  example,  if  the  same  single  elderly  person  described 
above  was  in  a  State  that  required  monthly  income  not  to  exceed  $1,020  to 
qualify  for  Medicaid  in  a  nursing  home,  the  person  would  not  receive 
Medicaid  even  though  the  cost  of  the  nursing  home  is  greater  than  his  or  her 
monthly  income. 

Most  elderly  persons  in  the  community  who  are  covered  by  Medicaid  qualify 
for  Medicaid  as  a  result  of  receiving  Supplemental  Security  Income  (SSI) 
payments.  Based  on  the  Federal  portion  of  SSI,  the  maximum  monthly 
income  permitted  for  Medicaid  eligibility  for  persons  living  in  the  community 
in  1991  is  monthly  income  of  $550  for  an  individual  and  $740  for  a  couple. 
States  vary  in  the  income  eligibility  criteria  for  Medicaid  home  care  services 
because  some  States  have  higher  SSI  eligibility  thresholds. 

Reform  proposals  for  the  Medicaid  program  include  provisions  to: 

•  increase  the  nursing  home  personal  needs  allowance  for  Medicaid 
nursing  home  patients. 


41 A  married  person  is  permitted  to  allocate  150  percent  of  the  poverty  level  of  income  to  the  spouse 
remaining  in  the  community. 
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•  raise  the  income  and  asset  thresholds  for  recipients  and/or  their 
spouses  to  qualify  for  Medicaid  nursing  home  and  home  care  benefits. 

•  permit  housing  allowances  for  the  upkeep  of  a  patient's  residence  to 
maintain  its  value  and  inhabitability  for  the  possible  return  of  the 
patient. 

•  abolish  the  budget  neutrality  requirements  States  must  meet  in 
applying  for  permission  to  initiate  home  and  community-based  waiver 
programs  under  Medicaid.  These  programs  permit  States  to  offer  a 
more  comprehensive  set  of  services  (e.g.,  personal  care  and  home 
health  aid  services)  to  chronically  disabled  persons  in  the  community. 

•  require  all  States  to  provide  medically  needy  coverage  for  nursing 
home  care  (persons  would  be  eligible  for  Medicaid  if  their  income 
minus  their  medical  expenses  is  less  than  the  level  to  qualify  for 
Medicaid  and  if  they  meet  the  Medicaid  assets  test). 

Advocates  of  Medicaid  reform  proposals  argue  that  these  incremental, 
targeted  approaches  are  the  best  use  of  limited  funds.  Detractors  cite  the 
inadequate  quality  of  care,  restricted  access,  and  the  fragmented,  variable 
system  of  the  current  Medicaid  program  as  arguments  against  using  the 
Medicaid  program  as  a  vehicle  to  address  long-term  care  problems. 

Comprehensive  social  insurance.  Proposals  for  a  comprehensive  social 
insurance  program  to  finance  long-term  care  services  usually  rely  on  general 
revenues  or  some  form  of  broad-based  taxation  earmarked  to  cover  the  cost 
of  benefits.  In  the  broadest  sense,  a  social  insurance  proposal  would  cover  a 
wide  range  of  long-term  care  services  for  as  long  as  care  is  needed.  The 
most  comprehensive  proposals  would  cover  unlimited  nursing  home  and 
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home  care  services  with  limited  cost  sharing  requirements.  These  proposals 
would  pool  risks  for  long-term  care. 

These  proposals  are  generally  designed  to  make  the  current  structure  for 
financing  and  eligibility  for  public  programs  less  haphazard  and  more 
coordinated.  Such  proposals  use  the  rationale  that  long-term  care  should 
receive  insurance  coverage  similar  to  that  permitted  for  acute  care  services 
under  Medicare.  Comprehensive  social  insurance  proposals  would  require 
large  amounts  of  new  revenue  to  be  generated.  It  also  could  be  argued  that 
comprehensive  social  insurance  proposals  do  not  efficiently  distribute  limited 
public  resources  (i.e.,  target  those  most  in  need  of  assistance). 

Front-aid  nursing  home  coverage.  Proposals  to  cover  the  front-end  of  a 
nursing  home  stay  are  based  upon  the  rationale  that  persons  who  have  shorter 
stays  are  more  likely  to  return  to  the  community  after  their  stay.42 
Approximately  one-quarter  of  all  elderly  nursing  home  entrants  are 
discharged  to  the  community.43  Proponents  of  front-end  coverage  argue  that 
persons  returning  to  the  community  after  a  short  stay  need  to  preserve  their 
assets  to  maintain  the  standard  of  living  they  built  for  themselves  before  they 
were  admitted  to  the  nursing  home.  Front-end  nursing  home  coverage 
proposals  would  benefit  all  nursing  home  entrants  but  cover  a  limited  number 
of  the  total  nursing  home  days.  For  example,  the  first  3  months  in  a  nursing 
home  might  be  covered.  These  proposals  would  increase  risk-pooling. 
Detractors  of  such  an  approach  point  out  that  a  3-month  nursing  home  stay 


42  Plans  which  cover  the  first  6  months  of  a  nursing  home  stay  have  been  proposed  by  Robert  Ball 
and  T.  Bethell,  Because  We're  All  in  This  Together,  Washington,  DC:  Families  U.S. A.  Foundation,  1989. 
The  Pepper  Commission  proposed  a  plan  covering  the  first  3  months  of  a  nursing  home  stay  (Bipartisan 
Commission  on  Comprehensive  Health  Care,  Access  to  Health  Care  and  Long-Term  Care  for  All 
Americans,  Washington,  DC,  U.S.  Government  Printing  Office,  1990). 

43  Estimates  from  the  Brookings  Institution  and  Lewin/ICF  based  on  data  from  the  1985  National 
Nursing  Home  Survey  Discharge  File. 
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costs  an  average  of  $7,500,  an  amount  that  many  nursing  home  residents 
could  reasonably  be  expected  to  have  saved. 

Back-end  nursing  home  coverage.  Proposals  to  cover  the  back-end  of  a 
nursing  home  stay  would  generally  start  paying  benefits  after  1  to  2  years  of 
nursing  home  care.44  Proposals  to  cover  the  back-end  of  nursing  home  care 
are  based  on  the  rationale  that  persons  with  long  nursing  home  stays  are 
more  likely  to  experience  catastrophic  costs  than  short-stay  nursing  home 
patients.  A  high  percentage  of  nursing  home  days  are  attributable  to 
residents  who  stay  longer  than  a  year.  The  majority  of  these  days  are 
currently  financed  by  Medicaid.  As  a  consequence,  these  proposals  would 
increase  risk-pooling. 

In  providing  coverage  for  the  high  risk  portion  of  nursing  home  stays  and 
thus  limiting  insurer  liabilities,  such  a  program  might  increase  the 
affordability  and  attractiveness  of  long-term  care  insurance  for  more 
Americans.  But,  unless  other  incentives  (e.g.,  tax  credits  or  premium 
subsidies)  are  employed,  even  in  limiting  insurance  policies  to  2  years,  many 
would  not  be  able  to  afford  coverage.  The  current  elderly,  particularly  those 
most  likely  in  need  of  nursing  home  care,  would  not  be  able  to  purchase 
long-term  care  insurance  because  of  medical  underwriting  and  because  most 
insurance  companies  do  not  offer  policies  to  persons  older  than  age  80.45 
Also,  some  argue  that  the  primary  benefit  of  these  proposals  is  to  preserve 
assets  for  the  heirs  of  the  small  proportion  of  elderly  persons  with  long 
nursing  home  stays,  most  of  whom  die  in  the  nursing  home. 


44  A  2-year  plan  is  proposed  in  a  bill  sponsored  by  Senators  Mitchell,  Chaffee,  and  Graham, 
"Long-Term  Care  Assistance  Act  of  1988,"  Senate  Bill  2305, 100th  Congress,  2nd  Session,  1988. 

45  Federal  or  State  incentives  could  be  introduced  to  expand  access  to  policies  for  these  groups. 
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Expanded  home  care.  Proposals  to  expand  public  coverage  of  home  care 
services  have  been  made  in  response  to  the  expressed  desires  of  the  elderly 
to  remain  in  their  homes.46  Expanded  home  care  services  would  also 
reduce  the  institutional  bias  of  current  public  long-term  care  financing. 
Expanded  home  care  coverage  has  been  proposed  for  a  number  of  targeted 
groups,  generally  the  severely  disabled  and  low-income  persons.  Most 
proposals  include  ADL-related  personal  care  services,  and  some  even  include 
social  services.  These  proposals  would  increase  risk-pooling. 

One  potential  challenge  in  expanding  home  care  coverage  is  in  maintaining 
cost  control  and  the  quality  of  services  provided.  With  90  percent  of 
disabled  elderly  persons  receiving  assistance  from  family  and  friends,47  any 
new  home  care  program  is  expected  to  increase  demand  for  paid  services 
considerably.48  Managing  this  new  demand  and  coordinating  efficient 
delivery  of  quality  services  may  be  difficult. 

Private  Options 

Four  long-term  care  reform  options  have  been  proposed  which  are  primarily 
privately  financed:  (1)  Individual  Medical  Accounts  (IMAs);  (2)  incentives 
for  the  purchase  and  regulation  of  long-term  care  insurance;  (3)  accelerated 
death  benefits;  and  (4)  the  use  of  pensions  to  finance  long-term  care. 

IMAs.  Individual  Medical  Account  proposals  would  allow  tax-deferred 
contributions  and  interest  accumulation  for  accounts  designated  for  long-term 


46  Bipartisan  Commission  on  Comprehensive  Health  Care,  Access  to  Health  Care  and  Long-Term  Care 
for  All  Americans,  1 990. 

47  RMin  and  Wiener,  Caring  for  the  Disabled  Elderly:  Who  Will  Pay? 

48  Teresa  Fama  and  David  Kennell,  "Should  We  Worry  About  Induced  Demand  for  Long-Term  Care 
Services?"  Generations,  Vol.  XIV,  No.  2,  Spring  1990. 
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care  expenses.  Most  of  these  proposals  have  been  designed  to  increase 
individual  asset  accumulation,  rather  than  risk-pooling.  However,  IMAs 
could  be  used  to  fund  the  purchase  of  long-term  care  insurance,  which  would 
increase  risk-pooling.49 

For  this  approach  to  be  effective,  individuals  must  begin  preparing  for  long- 
term  care  expenses  at  a  point  during  their  working  life  when  they  may  not  be 
aware  of  the  potential  risks  of  catastrophic  long-term  care  expenses  and/or 
may  have  compelling  competing  demands  for  their  resources  (e.g.,  children). 
As  a  consequence,  limited  numbers  of  people  may  participate  in  this  type  of 
approach,  and  those  who  do  participate  may  not  accumulate  adequate  funds 
to  finance  their  long-term  care  expenses.  The  effectiveness  of  this  approach 
can  be  increased  if  the  individual  accumulations  are  used  to  purchase  long- 
term  care  insurance,  particularly  if  policies  are  purchased  at  younger  ages. 

Incentives  for  LTC  insurance.  The  Federal  Government  could  allow 
private  firms  to  offer  LTC  insurance  as  a  tax-exempt  fringe  benefit  (similar 
to  the  current  tax  status  of  employer-provided  health  insurance  to 
employees).50  Tax  deductions  and  credits  could  also  be  used  to  encourage 
the  purchase  of  LTC  insurance.51  Encouraging  the  purchase  of  long-term 
care  insurance  would  increase  the  number  of  persons  participating  in  risk 
pools  for  long-term  care. 


49  Donald  W.  Moran  and  Janet  M.  Weingart,  "Long-Term  Financing  Through  Federal  Tax  Incentives," 
Health  Care  Financing  Review:  Annua!  Supplement,  1988,  pp.  117-121. 

50  Currently,  the  tax-exempt  status  of  long-term  care  insurance  premiums  obtained  through 
cafeteria-type  employer  plans  has  not  been  explicitly  addressed  by  the  Internal  Revenue  Service  or 
through  legislation. 

51  Moran  and  Weingart,  op.  cit. 
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Some  proposals  target  the  incentives  to  persons  less  likely  to  purchase  LTC 
insurance,  especially  persons  with  low  incomes.  Even  with  incentives  for  the 
purchase  of  long-term  care  insurance,  a  substantial  portion  of  the  elderly 
would  still  be  unable  to  afford  a  policy.52 

Accelerated  death  benefits.  Accelerated  death  benefits  would  allow  persons 
in  nursing  homes  to  use  the  death  benefits  of  their  life  insurance  policies  to 
pay  for  nursing  home  care.53  The  benefit  is  also  designed  to  ease  the 
financial  burdens  of  the  terminally  ill  and  permit  a  degree  of  financial 
freedom  that  might  not  otherwise  be  possible  during  a  policyholder's 
remaining  life.  The  discussion  here  focuses  on  the  viability  of  accelerated 
death  benefits  as  a  method  of  financing  long-term  care  services. 

Some  insurance  companies  now  offer  accelerated  death  benefits.  The 
accelerated  death  benefits  would  have  the  same  tax-exempt  status  as  life 
insurance  benefits  paid  to  the  policyholder's  beneficiaries.  Accelerated  death 
benefits  do  not  increase  the  pooling  of  risks. 

Such  a  proposal  is  not  likely  to  be  a  viable  option  for  financing  long-term 
care  use  for  many  of  the  current  elderly.  Of  the  more  than  one-half  of  the 
elderly  with  life  insurance  policies,54  approximately  80  percent  have  face 
values  less  than  $10,000.55  The  average  face  value  of  life  insurance  owned 


52  Rivtin  and  Wiener,  Caring  for  the  Disabled  Elderly:  Who  Will  Pay? 

53  Aileen  Kantor,  "Living  Benefit  Options:  Another  Way  to  Finance  Long  Term  Care,"  Business  and 
Health,  Feb.  1991,  pp.  52-53. 

54  Life  Insurance  Marketing  and  Research  Association,  Technical  Supplement  to  Shifting  Patterns  in 
U.S.  Life  Insurance  Ownership,  1984. 

55  Estimate  based  on  Lewin/ICF  tabulations  of  data  from  the  1984  Survey  of  Income  and  Program 
Participation  (SIPP).  SIPP  indicates  63  percent  of  the  elderly  have  life  insurance.  Most  accelerated  death 
benefit  proposals  would  pay  on  the  basis  of  the  equity  held  in  a  permanent  life  insurance  policy.  The 
estimate  from  SIPP  may  overestimate  life  insurance  values  held  by  the  elderly  because  it  reports  face 
values  of  life  insurance  policies,  not  equity  held. 
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by  elderly  persons  is  approximately  $7,500,  an  amount  sufficient  to  cover 
only  3  months  in  a  nursing  home  on  average.  The  effectiveness  of  this 
vehicle  as  a  means  for  financing  long-term  care  in  the  future  is  also 
questionable  because  it  depends  upon  older  persons  maintaining  high  life 
insurance  values. 

Use  of  pension  funds.  Proposals  to  allow  the  use  of  pension  funds  to 
finance  long-term  care  include  both  pre-  and  post-retirement  election  options. 
In  pre-retirement  options,  persons  electing  to  participate  would  accept 
reduced  pension  benefits  at  retirement  in  exchange  for  the  purchase  of  long- 
term  care  insurance  through  their  vested  pension  benefits.  The  advantage  of 
pre-retirement  options  is  that  workers  can  use  funds  to  purchase  long-term 
care  insurance  when  they  are  young  and  the  premiums  are  low.  For  such  an 
option  to  be  an  effective  method  for  preventing  individual  liability  for 
catastrophic  LTC  costs,  workers  must  be  aware  of  their  potential  long-term 
care  risks  and  confident  that  long-term  care  insurance  products  are  solid 
investments. 

In  contrast  to  increasing  risk-pooling  on  a  pre-retirement  basis,  another 
option  would  increase  post-retirement  benefits.  One  variant  of  this  proposal 
would  reduce  pension  benefits  in  the  early  years  of  retirement  so  that  benefits 
may  be  increased  in  the  later  years  or  be  paid  in  a  lump  sum  when  long-term 
care  expenses  are  more  likely  to  occur.  These  proposals  take  advantage  of 
pooling  risks  only  when  they  are  structured  to  pay  higher  benefits  if  a 
recipient  becomes  disabled  or  uses  long-term  care  services. 

Tax  incentives  for  the  purchase  of  disability  insurance.  This  program 
would  provide  tax  incentives  for  the  purchase  of  private  insurance  policies 
that  would  pay  cash  benefits  to  persons  with  chronic  disabilities.  Providing 
such  a  tax  credit  is  based  on  the  premise  that  private  markets  for  pooling  risk 
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and  accessing  financial  resources  should  be  encouraged  by  the  government. 
Disability  insurance  would  allow  the  elderly  to  protect  themselves  against 
some  of  the  costs  of  chronic  disability  with  a  simple  form  of  insurance. 
Many  elderly  have  financial  resources  that  could  be  used  to  purchase 
disability  or  long-term  care  insurance.  However,  to  date,  fewer  than 
5  percent  of  the  elderly  have  purchased  long-term  care  insurance.  The 
marketplace  has  recently  begun  to  respond  to  the  need  for  such  insurance,  yet 
some  argue  that  few  of  the  elderly  have  purchased  long-term  care  insurance 
because  the  elderly  find  such  products  complicated  and  confusing. 

Public/Private  Options 

The  following  long-term  care  proposals  would  be  jointly  financed  by  public 
and  private  funds:  (1)  Medicaid  spend-down  insurance;  (2)  voluntary  public 
long-term  care  insurance  under  Medicare;  and  (3)  optional  Medicare 
comprehensive  coverage. 

Medicaid  spend-down  insurance.  Medicaid  spend-down  insurance  seeks  to 
increase  the  purchase  of  long-term  care  insurance  and  reduce  the  number  of 
people  who  deplete  their  assets  in  nursing  homes.  The  proposal  would 
increase  risk-pooling  by  encouraging  the  purchase  of  long-term  care 
insurance.  Under  this  proposal,  persons  who  purchase  insurance  would  be 
able  to  qualify  for  Medicaid  protection  without  spending  all  their  assets. 
Currently,  most  State  Medicaid  programs  require  that  single  persons  spend  all 
but  $2,000  of  their  assets  (not  counting  their  home  equity  and  a  few  other 
items)  to  qualify  for  Medicaid. 

Under  a  spend-down  insurance  program,  individuals  who  purchase  and  use 
long-term  care  insurance  would  be  allowed  to  keep  an  increased  level  of 
assets  and  still  qualify  for  Medicaid.  Specifically,  when  an  insurance 
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purchaser's  financial  assets  equal  the  amount  of  insurance  benefits  paid  plus 
$2,000,  the  person  would  be  eligible  for  Medicaid  assistance.  Therefore, 
each  dollar  that  long-term  care  insurance  pays  out  is  subtracted  from  assets 
considered  by  Medicaid  in  determining  eligibility.  The  State  of  Connecticut 
recently  received  approval  for  amendments  to  their  State  Medicaid  plan  from 
HCFA  to  implement  such  a  program. 

In  order  for  Medicaid  spend-down  insurance  to  be  an  effective  method  for 
addressing  long-term  care  problems,  it  would  likely  need  to  be  coupled  with 
other  reforms  because  not  many  elderly  could  afford  to  purchase  the 
insurance.  Because  those  able  to  purchase  Medicaid  spend-down  insurance 
are  not  likely  to  have  spent  down  to  Medicaid  without  the  insurance,  this 
proposal  could  change  the  nature  of  the  Medicaid  program.  Medicaid 
spend-down  insurance  also  has  the  potential  to  increase  Medicaid  costs 
depending  upon  who  purchases  insurance  and  the  level  of  induced  demand 
caused  by  the  program. 

Voluntary  Medicare  LTC  insurance.  Some  proposals  to  cover  long-term 
care  insurance  would  allow  Medicare  beneficiaries  the  option  to  purchase 
government  sponsored  coverage,  similar  to  the  Part  B  coverage  option.  The 
benefits  under  such  a  program,  any  combination  of  nursing  home  and  home 
care  benefits,  could  be  financed  through  either  premiums  or  increased 
deductibles  for  Part  A  or  B  services.56  This  proposal  would  increase  the 
pooling  of  risks.  It  would  also  encourage  the  purchase  of  private  insurance 
for  other  required  long-term  care  services  and  further  increase  risk-pooling. 


56  It  has  been  proposed  that  so-called  "Medicare  Part  C"  proposals  be  financed  by  income  tax 
surcharges  and  higher  Medicare  premiums  for  elderly  families  above  149  percent  of  the  poverty  line 
(R.  Danielle  Federa  and  Nancy  L.  Oettinger,  "Beyond  Catastrophic  Insurance:  The  Future  of  Public 
Funding  for  Long-Term  Care,"  Topics  in  Health  Care  Financing,  Vol.  17, 1991,  pp.  22-31). 
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Voluntary  Medicare  LTC  insurance  has  the  advantage  of  reaching  a  broader 
base  of  persons  relative  to  private  pension  options  because  nearly  all  workers 
are  eligible  for  social  security  and  Medicare  while  a  smaller  percentage  have 
vested  private  pensions.  Depending  on  the  structure,  such  a  program  might 
encourage  adverse  selection.  Requiring  beneficiaries  to  elect  coverage  at  age 
65  would  reduce  the  potential  for  adverse  selection. 

Optional  Medicare  comprehensive  coverage.  This  approach  would 
coordinate  and  combine  both  acute  care  services  and  long-term  care  services 
under  one  system  of  financing,  probably  structured  as  a  voluntary  beneficiary 
option  under  Medicare.  The  proposal  to  combine  acute  care  and  long-term 
care  coverage  is  designed  to  address  the  problems  of  persons  with  a  lack  of 
third-party  coverage  for  long-term  care  services  and  prescription  drug 
expenses  and  the  fragmented  and  uncoordinated  nature  of  the  delivery  system 
for  acute  and  long-term  care  services.  This  type  of  proposal  would  increase 
risk-pooling. 

For  persons  electing  this  option,  a  private  insurance  plan  would  cover  initial 
medical  expenses  up  to  a  specified  threshold.  Depending  upon  the  structure, 
individuals  could  pay  premiums,  copayments,  and/or  deductibles  to  finance 
this  coverage.  A  public  plan  would  then  cover  catastrophic  medical  expenses 
for  beneficiaries  who  exceed  the  private  financing  threshold. 

Specifying  a  limit  on  the  level  of  health  care  expenses  for  which  persons 
would  be  liable  would  reduce  the  uncertainty  and  accompanying  anxiety 
associated  with  costly  illnesses.  In  paying  for  acute  and  long-term  care  under 
one  system,  the  advantages  of  coordinating  the  level  of  care  and  appropriate 
setting  will  benefit  patients  and  potentially  control  cost  increases. 
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The  voluntary  nature  of  the  plan  may  encourage  adverse  selection,  although 
limiting  eligibility  periods  may  reduce  these  risks.  Allowing  pre-funding  by 
younger  individuals  would  also  reduce  the  problem  and  make  the  option 
affordable  to  more  people.  The  affordability  of  the  private  coverage 
premiums  for  lower  income  individuals  could  be  increased  by  subsidizing 
premiums. 
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AN  ANALYSIS  OF  SELECTED  OPTIONS  FOR 
FINANCING  LONG-TERM  CARE 


This  chapter  presents  an  analysis  of  several  long-term  care  reform  options 
that  have  been  proposed.  The  results  and  discussion  focus  primarily  on  the 
elderly  population  because  less  is  known  about  the  long-term  care  use  of  the 
nonelderly. 

Specifications  of  Long-Term  Care  Reform  Options 

Descriptions  of  several  current  proposals  for  financing  long-term  care  are 
presented  below.  Appendix  contains  a  more  detailed  description  of  the 
modeling  assumptions  used  to  simulate  the  proposals. 

Front-End  Nursing  Home  Coverage 

To  analyze  a  program  that  would  cover  the  first  3  months  of  care  in  a 
nursing  home,  we  made  a  number  of  assumptions  about  the  nature  of  such  a 
proposal.  First,  elderly  persons  meeting  one  of  the  following  criteria  were 
considered  eligible:  (1)  those  having  an  activity  of  daily  living  (ADL)  or 
instrumental  activity  of  daily  living  impairment  (IADL)  and/or  cognitive 
impairment  requiring  continuous  supervision  and  care57  or  (2)  those 
recovering  from  an  acute-care  stay  in  a  hospital.  Eligible  persons  were 
assumed  to  receive  coverage  for  up  to  three  episodes  of  care  separated  by 


57  lADLs  include  doing  heavy  work,  doing  light  work,  preparing  meals,  shopping  for  groceries  or  other 
personal  items,  getting  around  inside,  walking  outside,  managing  money,  and  using  the  telephone.  ADLs 
include  eating,  bathing,  dressing,  toileting,  and  getting  in  and  out  of  bed. 
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180  days  each.  For  example,  persons  requiring  14  days  of  care  in  a  nursing 
home  in  1991,  90  days  of  care  2  years  later,  and  26  days  of  care  in  1995 
would  be  able  to  receive  reimbursement  under  the  program  for  all  three  stays 
if  they  met  the  eligibility  criteria.  Nursing  home  residents  would  be  required 
to  pay  20  percent  of  the  daily  reimbursement  rate.58 

A  15-percent  increase  in  nursing  home  use  was  assumed.  This  increase  in 
use,  or  induced  demand,  is  based  on  the  premise  that  the  decrease  in  the 
price  paid  by  nursing  home  residents  will  cause  an  increase  in  the  number  of 
persons  seeking  services.  The  induced-demand  assumption  is  based  on  the 
limited  literature  available  specifically  addressing  induced  demand  for 
long-term  care  services.59 

Back-End  Nursing  Home  Coverage 

We  analyzed  a  public  program  that  would  cover  all  nursing  home  care  after  a 
2-year  deductible  period.  The  2-year  deductible  period  was  not  restricted  to 
one  stay;  that  is,  nursing  home  days  over  several  stays  were  assumed  to 
count  toward  the  deductible.  Nursing  home  residents  were  assumed  to  pay 
20  percent  of  the  daily  reimbursement  rate.60 

Proponents  of  this  type  of  proposal  contend  that  it  would  provide  an 
incentive  for  individuals  to  purchase  private  long-term  care  insurance  for  the 
2-year  deductible  period.  Consequently,  we  assumed  that  some  elderly 


58  The  government  was  assumed  to  reimburse  providers  at  125  percent  of  the  national  average 
Medicaid  rate  (i.e.,  $81.15  per  day  in  1991).  This  is  approximately  10  percent  less  than  the  national 
average  private  pay  rate. 

59  Teresa  Fama  and  David  Kennell,  "Should  We  Worry  About  Induced  Demand  for  Long-Term  Care 
Services?"  Generations,  Vol.  XIV,  No.  2,  Spring  1990. 

60  The  government  was  assumed  to  reimburse  providers  at  125  percent  of  the  national  average 
Medicaid  rate. 


52 


would  purchase  2-year  nursing  home  care  insurance  policies.  The  insurance 
policy  and  premiums  analyzed  were  based  on  a  policy  currently  on  the 
market.  The  purchase  and  lapse  assumptions  that  were  used  were  designed 
to  approximate  current  insurance  purchase  patterns.61  These  probabilities 
imply  that  by  2020,  approximately  25  percent  of  the  elderly  would  purchase 
a  2-year  nursing  home  insurance  policy.  A  30-percent  increase  in  nursing 
home  use  among  those  who  purchase  insurance  was  assumed. 

Comprehensive  Home  Care  Coverage 

We  analyzed  a  program  that  would  cover  up  to  30  home  care  visits  a  month 
for  elderly  persons  with  two  or  more  ADL  impairments  or  similar  cognitive 
impairment.  We  assumed  the  program  would  begin  to  cover  services  after  a 
1 -month  deductible,  and  home  care  recipients  were  assumed  to  pay  20 
percent  of  the  daily  reimbursement  rate.62  A  100-percent  increase  in  paid 
home  care  use  for  eligible  persons  was  assumed.  This  large  increase  in  the 
use  of  paid  home  care  services  was  assumed  because  so  few  of  the  disabled 
elderly  currently  receive  paid  services.  A  100-percent  increase  in  use  for  the 
eligible  population  implies  approximately  an  80-percent  participation  rate  of 
the  eligible  population. 


61  Using  the  purchase  probabilities  outlined  in  appendix  A,  one  roughly  reproduces  the  number  of 
long-term  care  insurance  purchasers  reported  by  the  Health  Insurance  Association  of  America  (HIAA)  from 
1986  to  1991.  The  current  patterns  were  then  assumed  to  continue  into  the  future,  meaning  that  persons 
would  purchase  insurance  each  year  at  the  rates  shown  in  appendix  A. 

62  The  government  was  assumed  to  reimburse  providers  at  the  national  average  Medicaid  rate  per  visit 
($57.20  in  1991). 
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Disability  Insurance  Tax  Credit 


The  tax  incentive  analyzed  here  would  provide  a  tax  credit  for  the  purchase 
of  insurance  for  chronic  disabilities  similar  to  a  tax  credit  for  long-term  care 
insurance  recently  proposed  in  Congress.  Specifically,  a  25-percent 
nonrefundable  tax  credit  for  single  individuals  with  income  of  $15,000  or 
less  and  for  married  couples  with  income  of  $25,000  or  less  was  analyzed. 
We  assumed  the  tax  credit  would  decrease  1  percentage  point  for  each 
$1,000  increase  in  adjusted  gross  income  up  to  a  cap  of  $40,000  for  single 
persons  and  $50,000  for  married  couples.  The  amount  of  premiums  assumed 
to  be  eligible  for  the  credit  was  based  on  the  age  of  the  tax  filer,  with 
younger  persons  allowed  lower  amounts  than  older  persons. 

The  disability  insurance  policy  simulated  would  pay  an  indemnity  benefit  of 
$500  per  month  for  up  to  10  years  when  an  elderly  purchaser  had  two  or 
more  activities  of  daily  living  (ADL)  impairments.  This  amount  was  indexed 
so  that  it  would  increase  by  5.5  percent  annually.63  Purchase  assumptions 
were  similar  to  those  for  the  two  year  nursing  home  policy  under  the  back- 
end  nursing  home  coverage  proposal.  Among  purchasers,  service  use  was 
assumed  to  increase  15  percent  for  nursing  home  care  and  100  percent  for 
home  care. 

Medicaid  Spend-Down  Insurance 

We  analyzed  a  proposal  where  Medicare  beneficiaries  would  have  the  option 
of  purchasing  a  form  of  long-term  care  insurance  through  the  government.  A 
similar  form  of  insurance  could  also  be  offered  through  the  private  sector 


63  Benefit  payments  received  by  persons  not  receiving  paid  long-term  care  services  were  assumed  to 
be  saved  for  potential  future  long-term  care  service  use  at  a  rate  of  80  percent. 
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under  an  agreement  with  the  government  to  permit  increased  Medicaid  asset 
limits  for  insurance  purchasers.  In  1992,  a  private  sector  product  with  ties  to 
Medicaid  asset  protection  is  expected  to  be  offered  by  several  insurance 
companies  in  the  State  of  Connecticut. 

Beneficiaries  electing  to  pay  the  additional  premiums  would  receive 
reimbursement  for  long-term  care  services  up  to  a  specified  amount,  with 
some  copayment  for  services  received  at  age  75  or  after.  Beneficiaries  would 
not  be  eligible  to  receive  benefits  until  age  75  for  three  reasons:  (1)  most 
long-term  care  service  use,  particularly  nursing  home  care,  occurs  after  age 
75;  (2)  having  delayed  benefit  receipt  reduces  adverse  selection;  and 
(3)  delaying  benefit  receipt  allows  additional  pre-funding. 

We  analyzed  a  benefit  amount  of  $40,000  with  a  20-percent  copayment 
requirement.  The  premium  for  the  benefit  was  assumed  to  be  $104  per 
month  at  age  65.  We  assumed  all  persons  with  income  greater  than  or  equal 
to  300  percent  of  the  poverty  level  and  $25,000  in  financial  assets  would 
purchase  the  insurance  coverage  from  the  government.64  Under  the 
spend-down  insurance  program,  purchasers  were  assumed  to  qualify  for 
Medicaid  when  an  insurance  purchaser's  financial  assets  equaled  one-half  of 
the  amount  of  insurance  benefits  paid  plus  $2,000.  That  is,  50  cents  of  each 
dollar  that  long-term  care  insurance  pays  out  is  subtracted  from  assets 
considered  by  Medicaid  in  determining  eligibility. 

For  example,  consider  a  single  person  who  purchased  $40,000  in  insurance 
coverage.  Under  the  program,  this  person  would  receive  $40,000  in  nursing 
home  or  home  care  benefits  for  services  received  at  age  75  or  after.  Under 


64  In  1991, 300  percent  of  income  as  a  percentage  of  the  poverty  level  for  elderly  persons  is 
approximately  $19,650  for  single  individuals  and  $24,750  for  married  couples. 


55 


the  altered  Medicaid  eligibility  rules  of  this  program,  if  this  person  still  has 
$22,000  or  less  in  financial  assets  when  all  insurance  benefits  are  paid  out 
(i.e.,  when  $40,000  in  insurance  benefits  had  been  paid)  and  meets  the 
Medicaid  income  criteria,  he  or  she  would  be  eligible  for  Medicaid.65  The 
financial  asset  test  would  be  $22,000  rather  than  $20,000  because  it  includes 
the  $2,000  in  protected  assets  that  would  be  allowed  for  Medicaid  eligibility 
without  the  program. 

Optional  Medicare  Comprehensive  Coverage 

We  analyzed  a  program  in  which  a  public  plan  would  cover  medical 
expenses  for  beneficiaries  who  exceed  a  government-established  private 
financing  cap.  We  assumed  three  possible  public  threshold  triggers  to 
account  for  the  differing  potential  financial  burdens  of  illness: 

•  Exceeding  a  lifetime  expenditure  cap  for  medical  expenditures  after 
age  64  (e.g.,  $120,000).  This  trigger  is  designed  to  assist  beneficiaries 
who  accumulate  significant  expenditures  for  health  care  that  over  time 
become  a  hardship. 

•  Exceeding  an  average  expenditure  cap  over  a  specified  period  after 
age  64  (e.g.,  $20,000  per  year  for  3  years).  This  trigger  is  designed  to 
assist  beneficiaries  with  chronic  and  persistent  large  expenses. 


65  The  income  criteria  for  Medicaid  eligibility  is  that  long-term  care  expenses  exceed  monthly  income 
minus  the  Federal  SSI  level  of  income.  Monthly  nursing  home  expenses  must  be  $1 ,000  or  more  for  a 
person  with  monthly  income  of  $1,035  (i.e.,  $1,035  minus  the  $35  personal  needs  allowance).  Married 
persons  are  subject  to  more  liberal  rules  based  on  spousal  impoverishment  protection  in  that  they  may 
allocate  150  percent  of  the  poverty  level  to  a  community-based  spouse. 
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•  Exceeding  a  high  1-year  expenditure  cap  after  age  64  (e.g.,  $35,000  in 
1  year).  This  trigger  is  designed  to  assist  beneficiaries  with  large 
expenses  associated  with  a  high-cost  catastrophic  event. 


To  model  the  government  program,  we  estimated  the  level  of  government 
funds  spent  for  Medicare  and  Medicaid  on  a  per  capita  basis  for  individuals 
older  than  age  64.  For  each  individual  who  elects  to  enter  the  program,  this 
amount  of  funds  would  be  made  available  to  the  program.  This  level  of 
funds  would  cover  not  only  government  payments  for  health  care 
expenditures  above  the  private  cap,  but  it  would  also  pay  for  premium 
subsidies  for  lower-income  elderly. 

The  medical  services  assumed  to  be  covered  under  this  program  included  all 
current  Medicare  services  along  with  additional  prescription  drug,  dental, 
vision,  hearing,  and  long-term  care  services.  Medical  services  not  covered  by 
the  program,  but  which  may  be  offered  as  supplements  to  basic  insurance 
packages,  would  be  social  services  (i.e.,  home  care  services  needed  by  less 
impaired  individuals). 

The  six  long-term  care  reform  options  discussed  above  were  simulated  by 
using  the  Brookings/ICF  Long-Term  Care  Financing  Model. 
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Analysis  of  Selected  Long-Term  Care 
Reform  Options 


The  six  long-term  care  reform  options  discussed  previously  were  simulated 
by  using  the  Brookings/ICF  Long-Term  Care  Financing  Model.  The 
proposals  are  expected  to  increase  public  sector  long-term  care  expenditures 
between  $0  and  $15.6  billion  in  the  short  run66  (see  table  3).  The  key 
findings  for  each  proposal  are  summarized  below. 

Front-End  Nursing  Home  Coverage 

A  proposal  to  cover  the  first  3  months  of  a  nursing  home  stay  for  elderly 
entrants  would  be  expected  to  increase  public  spending  for  nursing  home  care 
by  $4.9  billion  in  1993  (see  table  3).  Benefit  payments  directly  attributable 
to  the  program  would  total  $5.2  billion.  Out-of-pocket  spending  among  the 
1.1  million  nursing  home  entrants  would  increase  slightly  owing  to  the 
increased  number  of  nursing  home  entrants  assumed  (induced  demand)  as  a 
result  of  the  program.  Despite  the  overall  increase  in  out-of-pocket 
payments,  average  out-of-pocket  payments  per  elderly  resident  would  decline 
from  $13,850  under  current  law  to  $12,790.  Out-of-pocket  payments  do  not 
decline  greatly  under  this  proposal  because  the  majority  of  out-of-pocket 
payments  for  nursing  home  care  are  for  stays  longer  than  3  months.  In  the 
long  run  (2018),  a  front-end  coverage  program  would  be  expected  to  cost  the 
government  an  additional  $9.6  billion  per  year  (see  table  4). 


66  The  short  run  in  this  analysis  was  assumed  to  be  1993.  We  assumed  that  the  proposals  were  fully 
implemented  by  1993.  This  means  that  the  entire  effect  of  induced  demand  would  be  realized  by  1993. 
An  exception  to  full  implementation  was  the  insurance  purchase  assumptions,  which  implied  gradual 
purchase  of  insurance  over  time  under  the  back-end  coverage  proposal  and  the  disability  insurance 
proposal.  All  amounts  are  presented  in  1992  dollars. 
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TABLE  5 

PERCENTAGE  OF  NURSING  HOME  COSTS  PAID  OUT-OF-POCKET  BY  ELDERLY  RESIDENTS 
 UNDER  PUBLICLY  BASED  PROPOSALS,  1993  


Current  Law 

Three  Month 
Front-End 

Two-Year 
Back-End 

All  Elderly 

51% 

46% 

34% 

Age 

65-74 

50% 

45% 

31% 

75-84 

53% 

47% 

36% 

85+ 

49% 

45% 

33% 

Sex 

Male 

53% 

48% 

35% 

Female 

51% 

45% 

33% 

Marital  Status 

Married 

52% 

47% 

33% 

Single 

50% 

45% 

35% 

Income  as  a  Percentage  of  the  Poverty  Level 

<  100 

24% 

23% 

18% 

100-149 

38% 

36% 

29% 

150-199 

48% 

44% 

35% 

200-299 

53% 

48% 

36% 

300  + 

75% 

69% 

46% 

Discharge  Status 

Live 

54% 

46% 

37% 

Dead 

50% 

46% 

34% 

SOURCE:       Lewin/ICF  estimates  based  on  results  from  the  Brookings/ICF  Long-Term  Care  Financing  Model,  1991 . 
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Of  the  four  proposals  that  affect  nursing  home  financing,  a  front-end  nursing 
home  coverage  proposal  that  would  benefit  all  nursing  home  entrant,  and 
thus  the  greatest  number  of  persons,  but  would  cover  a  limited  number  of  the 
total  nursing  home  days.  Table  5  summarizes  the  percentage  of  nursing 
home  costs  paid  by  individuals  and  families  under  the  alternative  proposals. 
A  front-end  proposal  would  cover  low-income  and  higher-income 
beneficiaries  equally  and  therefore  would  have  a  greater  effect  on  the  out-of- 
pocket  expenditures  of  higher  income  nursing  home  residents  than  some 
other  proposals  because  lower-income  residents  already  receive  public 
financing  (through  the  means-tested  Medicaid  program). 

Supporters  of  front-end  coverage  proposals  claim  that  front-end  coverage  is  a 
more  effective  approach  for  assisting  nursing  home  residents  because  those 
more  likely  to  need  to  return  to  the  community  receive  benefits.  Our 
analysis  confirmed  this.  We  found  that  residents  discharged  from  nursing 
homes  to  the  community  would  receive  a  disproportionate  share  of  the 
benefits.  A  criticism  of  front-end  proposals,  though,  is  that  a  3-month 
nursing  home  stay  costs  an  average  of  $7,500,  an  amount  that  many  nursing 
home  residents  could  reasonably  be  expected  to  have  saved. 

Back-End  Nursing  Home  Coverage 

A  proposal  to  cover  nursing  home  stays  lasting  longer  than  2  years  would 
increase  public  spending  $10.6  billion  for  nursing  home  care  for  the  elderly 
in  1993  (see  table  3).  Benefit  payments  directly  attributable  to  the  program 
would  total  $22.4  billion.  Out-of-pocket  spending  would  be  expected  to 
decline  $7.6  billion.  In  the  long  run  (2018),  a  back-end  coverage  program 
would  be  expected  to  cost  the  government  an  additional  $26.4  billion 
annually  (see  table  4). 
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TABLE  6 

PERCENTAGE  OF  NURSING  HOME  COSTS  PAID 
BY  PUBLICLY  BASED  PROPOSED  PROGRAMS,  1993 


Three-Month  Front-End 

Two-Year  Back-End 

All  Elderly 

12% 

49% 

Age 

65-74 

11% 

51% 

75-84 

14% 

46% 

85+ 

11% 

51% 

Sex 

Male 

11% 

49% 

Female 

13% 

49% 

Marital  Status 

Married 

10% 

51% 

Single 

13% 

48% 

Income  as  a  Percentage  of  the  Poverty  Level 

<  100% 

14% 

49% 

100-149% 

12% 

50% 

150-199% 

13% 

49% 

200-299% 

11% 

49% 

300%  + 

10% 

48% 

Discharge  Status 

Live 

18% 

45% 

Dead 

11% 

50% 

SOURCE:      Lewin/ICF  estimates  based  on  results  from  the  Brookings/ICF  Long-Term  Care  Financing 
Model,  1991. 
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The  back-end  coverage  proposal,  which  would  cover  slightly  fewer  nursing 
home  residents  during  a  year  than  the  front-end  coverage,  would  have  the 
greatest  impact  on  reducing  out-of-pocket  expenditures  for  nursing  home  care 
in  the  short  run.  It  would  reduce  the  proportion  spent  out-of-pocket  more 
than  front-end  coverage  by  picking  up  nearly  one-half  of  nursing  home  costs 
(see  table  6).  Although  elderly  persons  admitted  to  nursing  homes  who 
remain  there  for  over  2  years  make  up  only  one-quarter  of  admissions,  they 
comprise  45  percent  of  the  residents  during  a  year  and  account  for  the 
majority  of  nursing  home  days. 

A  criticism  of  back-end  coverage  proposals  has  been  that  they  primarily 
serve  to  preserve  assets  for  the  small  proportion  of  persons  with  long  nursing 
home  stays,  most  of  whom  die  in  the  nursing  home.  Residents  who  die  in 
nursing  homes  would  receive  more  benefits  than  residents  discharged  to  the 
community  under  this  proposal.  Nevertheless,  a  back-end  coverage  proposal 
also  benefits  many  elderly  who  would  otherwise  be  on  Medicaid.  Supporters 
of  a  back-end  coverage  proposal  also  contend  that  by  providing  coverage  for 
the  high-risk  portion  of  nursing  home  stays  and  thus  limiting  insurer 
liabilities,  back-end  coverage  might  increase  the  affordability  and 
attractiveness  of  long-term  care  insurance  for  more  Americans. 

Comprehensive  Home  Care  Coverage 

The  home  care  benefits  offered  under  a  comprehensive  home  care  proposal 
would  offer  new  benefits  to  many  disabled  elderly.  In  the  short  run,  offering 
comprehensive  home  care  benefits  to  elderly  persons  with  two  or  more  ADL 
impairments  would  add  over  $15  billion  to  public  expenditures  for  long-term 
care  services  (see  table  3).  The  program  would  be  expected  to  serve 
2.5  million  elderly  persons.  In  the  long  run,  public  spending  would  be 
expected  to  increase  by  nearly  $30  billion  annually  (see  table  2). 
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TABLE  7 

PERCENTAGE  OF  HOME  CARE  COSTS  PAID  OUT-OF-POCKET 
BY  ELDERLY  RECIPIENTS,  1993 


Current  Law 

Comprehensive  Home 
Care 

All  Elderly 

31% 

20% 

Age 

65-74 

31% 

20% 

75-84 

33% 

20% 

85+ 

26% 

21% 

Sex 

Male 

36% 

20% 

Female 

29% 

21% 

Marital  Status 

Married 

35% 

20% 

Single 

28% 

21% 

Income  as  a  Percentage  of  the  Poverty  Level 

<  100% 

19% 

19% 

100-149% 

14% 

17% 

150-199% 

30% 

21% 

200-299% 

41% 

22% 

300%  + 

51% 

22% 

SOURCE:       Lewin/ICF  estimates  based  on  results  from  the  Brookings/ICF  Long-Term  Care  Financing  Model,  1991 . 
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TABLE  8 


PERCENTAGE  OF  HOME  CARE  COSTS  PAID 
BY  THE  PROPOSED  COMPREHENSIVE  HOME  CARE  PROGRAM,  1993 


Comprehensive  Home  Care 

All  Elderly 

60% 

A 

65-74 

61% 

75-84 

61% 

85+ 

56% 

Sex 

Male 

66% 

Female 

57% 

Marital  Status 

Married 

63% 

Single 

59% 

Income  as  a  Percenta 

e  of  the  Poverty  Level 

<  100% 

56% 

100-149% 

55% 

150-199% 

61% 

200-299% 

63% 

300%  + 

64% 

SOURCE:       Lewin/ICF  estimates  based  on  results  from  the  Brookings/ICF  Long-Term  Care  Financing  Model,  1991 . 
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The  out-of-pocket  costs  for  the  elderly  would  actually  increase  under  this 
program  because  of  the  assumed  increase  in  the  number  of  persons  receiving 
paid  home  care  services.  Currently,  a  small  proportion  of  the  disabled 
elderly  receive  paid  home  care  services.  The  benefits  under  the 
comprehensive  home  care  proposal  would  be  expected  to  significantly 
increase  the  number  of  disabled  elderly  receiving  paid  home  care  services. 
These  persons  would  be  required  to  pay  20  percent  of  the  cost  of  their  care. 
Approximately  one-half  of  the  recipients  under  the  new  program  would  be 
persons  who  otherwise  would  not  have  received  paid  home  care;  therefore, 
their  20  percent  copayment  requirement  constitutes  additional  out-of-pocket 
expenditures  they  would  not  have  had  in  the  absence  of  the  program.  As  a 
result,  out-of-pocket  spending  by  the  elderly  for  home  care  under  the 
proposal  would  be  expected  to  increase. 

Table  7  shows  that  the  out-of-pocket  expenditures  of  elderly  home  care 
recipients  would  be  reduced  from  about  30  percent  of  the  cost  of  care 
received  to  20  percent.  Because  the  program  treats  lower-income  and 
higher-income  persons  equally,  higher-income  persons  receive  a  greater 
reduction  in  out-of-pocket  spending  than  do  individuals  with  lower  incomes. 
The  program  actually  covers  about  60  percent  of  total  home  care  costs  by 
covering  disabled  elderly  with  impairment  in  two  or  more  ADLs  (see 
table  8).  The  remaining  20  percent  of  costs  for  persons  with  fewer  than  two 
ADLs  are  picked  up  by  the  Medicare  and  Medicaid  program,  with  some  costs 
financed  by  other  public  payers. 

One  potential  challenge  in  expanding  home  care  coverage  is  maintaining  cost 
control  and  the  quality  of  services  provided.  With  90  percent  of  disabled 
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elderly  persons  receiving  assistance  from  family  and  friends,67  any  new 
home  care  program  is  expected  to  increase  demand  for  paid  services 
considerably.  One  key  public  policy  concern  will  be  managing  this  new 
demand  and  coordinating  efficient  delivery  of  quality  services. 

Disability  Insurance  Tax  Credit 

A  proposal  to  offer  a  tax  credit  for  the  purchase  of  disability  insurance  would 
be  expected  to  cost  the  government  less  than  $25  million  per  year  in  lost  tax 
revenues  in  the  short-run  (see  table  3).  Out-of-pocket  spending  among 
purchasers  would  increase  approximately  $500  million  as  a  result  of  the 
increased  resources  available  to  pay  for  care  from  the  insurance.  The  full 
effect  of  the  program  would  not  be  experienced  until  several  years  in  the 
future.  In  the  long  run,  the  disability  insurance  tax  credit  would  be  expected 
to  cost  $44  million  per  year  in  lost  tax  revenues  among  elderly  purchasers 
(see  table  4). 

Under  the  assumptions  outlined  in  the  appendix,  the  disability  insurance  tax 
credit  would  be  expected  to  benefit  7  million  elderly  persons  in  the  long  run. 
For  those  receiving  payments  from  the  insurance,  the  additional  resources 
would  permit  these  purchasers  to  finance  an  additional  $7.3  billion  worth  of 
long-term  care  services.  Higher-income  persons  would  benefit 
disproportionately  from  this  proposal  because  they  are  more  likely  to 
purchase  the  disability  insurance.  The  additional  private  spending  would  be 
expected  to  reduce  public  expenditures  $400  million  per  year  in  the  long  run. 


67  Alice  Rivlin  and  Joshua  Wiener,  with  Raymond  Hanley  and  Denise  Spence,  Caring  for  the  Disabled 
Elderly:  Who  Will  Pay?  Washington,  DC:  The  Brookings  Institution,  1988. 
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Medicaid  Spend-Down  Insurance 


A  proposal  to  allow  a  portion  of  long-term  care  insurance  benefits  to  increase 
Medicaid  exempt  assets  would  be  expected  to  save  the  government  $2.7 
billion  in  the  long  run  under  the  assumptions  used  here  (see  table  4). 68  Out- 
of-pocket  spending  among  purchasers  would  decrease  nearly  $11  billion  as  a 
result  of  the  insurance  benefits.  Nearly  40  percent  of  the  elderly  are 
expected  to  purchase  Medicaid  spend-down  insurance  in  the  long  run  under 
the  purchase  assumptions  outlined  in  Appendix.  Among  insurance 
purchasers,  nearly  60  percent  of  their  nursing  home  and  home  care  would  be 
covered  by  insurance  benefits. 

The  nearly  1.5  million  purchasers  that  would  receive  long-term  care  benefits 
in  the  long  run  under  this  proposal  would  tend  to  have  higher  than  average 
income.  This  is  due  in  part  to  the  purchase  assumptions  used  in  analyzing 
the  program,  but  it  also  reflects  the  greater  ability  of  higher-income  persons 
to  purchase  insurance. 


68  Under  alternative  assumptions  (e.g.,  a  one-to-one  credit  for  insurance  benefit  payments  to 
Medicaid-exempt  asset  level  increases),  such  a  program  may  actually  increase  public  expenditures. 
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Optional  Medicare  Comprehensive  Coverage 


Preliminary  estimates  indicate  that  expenditure  thresholds  under  the  program 
for  the  cohorts  of  individuals  who  turned  age  65  in  1986-90  would  be: 

•  a  lifetime  threshold  of  $120,000;  or 

•  a  3-year  average  threshold  of  $60,000  (i.e.,  $20,000  a  year  for 
3  years);  or 

•  a  1-year  threshold  of  $35,000. 

All  of  these  dollar  limits  are  in  constant  1989  dollars.  Note  that  if  a 
participating  individual  exceeds  any  one  of  these  thresholds,  he/she  will 
receive  benefits  from  the  program. 

These  thresholds  are  based  upon  the  assumption  that  the  program  will  be 
funded  with  the  amount  of  Medicare  dollars  that  would  have  been  spent  on 
this  cohort  along  with  the  Federal  portion  of  expected  Medicaid  expenditures 
for  these  persons.  These  estimates  assume  there  would  be  no  adverse 
selection  and  that  the  program  would  subsidize  the  private  insurance 
premiums  for  low-income  elderly.  Specifically,  the  program  would  pay  the 
following  share  of  the  expected  premium  for  persons  at  various  income 
levels: 

•  100  percent  for  persons  below  the  poverty  level  and 

•  50  percent  for  persons  with  incomes  between  100  and  200  percent  of 
the  poverty  level. 
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TABLE  9 

MONTHLY  PREMIUMS  UNTIL  DEATH 


Age  When  Premium  Starts 

Expensive  Plan's  Premiums 
per  Month 

Cheaper  Plan's  Premiums 
per  Month 

40 

$85.00 

$78.00 

50 

$131.00 

$120.00 

60 

$228.00 

$210.00 

65 

$350.00 

$322.00 

SOURCE:       Lewin/ICF  estimates  based  on  results  from  the  Brookings/ICF  Long-Term  Care  Financing  Model,  1991 . 


The  expected  cost  of  providing  insurance  for  health  care  expenditures  under 
the  threshold  was  estimated  in  constant  1990  dollars.  Table  9  presents 
premiums  when  funding  starts  at  ages  40,  50,  60,  and  65  for  two  different 
plans.  Both  plans  assume  a  yearly  cap  of  $35,000,  a  3-year  cap  of  $60,000, 
and  a  lifetime  cap  of  $120,000,  but  with  two  different  cost- sharing  systems: 

(1)  the  more  expensive  plan  has  a  deductible  of  $200  and  20  percent 
coinsurance  on  the  next  $4,000  (a  total  possible  cost-sharing  of  $1,000),  and 

(2)  the  less  expensive  plan  also  has  a  $200  deductible,  but  the  20-percent 
co-insurance  is  incurred  on  expenses  up  to  the  cap. 

These  premiums  are  for  an  average  cohort  turning  age  65  between  1986  and 
1990.  In  some  sense,  this  is  a  calculation  of  what  "might  have  happened"  if 
this  cohort  could  have  selected  this  program. 
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Conclusions 


Comparing  the  effects  of  the  alternative  proposals  on  long-term  care 
financing  and  beneficiaries  reveals  the  tradeoffs  of  the  proposals  and  their 
implications  for  different  groups  of  people. 

Among  the  direct  service  reimbursement  programs  in  the  short  run  (the  front- 
end,  back-end,  and  comprehensive  home  care  programs),  the  comprehensive 
home  care  proposal  serves  the  largest  number  of  persons,  but  at  the  greatest 
cost  to  the  government.  The  2-year  back-end  proposal  offers  benefits  to 
1  million  elderly  nursing  home  residents,  reducing  out-of-pocket  spending  by 
$7.6  billion  at  a  cost  to  the  government  of  $10.6  billion.  The  front-end 
nursing  home  proposal  serves  the  largest  number  of  elderly  beneficiaries  for 
the  smallest  increase  in  public  expenditures — $4.9  billion. 

The  two  programs  designed  to  encourage  the  private  purchase  of  coverage 
for  potentially  catastrophic  long-term  care  expenses — the  disability  insurance 
tax  credit  and  Medicaid  spend-down  insurance — would  have  little  effect  on 
long-term  care  financing  in  the  short  run.  In  the  longer  term,  these  programs 
are  expected  to  have  a  large  number  of  participants,  up  to  40  percent  of  the 
elderly.  These  programs  would  have  a  relatively  small  effect  on  the  public 
financing  of  long-term  care  services  but  are  expected  to  significantly  offset 
out-of-pocket  expenditures  for  those  who  participate. 

Finally,  the  optional  Medicare  comprehensive  coverage  program  is  a  unique 
method  of  expanding  the  financing  of  health  care  services  to  include 
prescription  drugs  and  long-term  care  services  without  increasing  public 
spending. 
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Appendix 
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ASSUMPTIONS  USED  IN  SIMULATING 
LONG-TERM  CARE  REFORM  PROPOSALS 


Front-End  Nursing  Home  Benefit 

Coverage — 3  months  of  nursing  home  care  for  up  to  three  episodes  of  care. 
Deductible — none. 

Benefit  level— 80  percent  of  $81.15  in  1991. 
Indexing — 5.5  percent  annually. 

Copayment— 20  percent  of  $81.15  per  day  in  1991  ($16.25/day). 
Induced  demand — 15-percent  increase  in  nursing  home  use. 

Back-End  Nursing  Home  Benefit 

Coverage — unlimited  coverage  after  deductible  period. 
Deductible — 2  years. 

Benefit  level— 80  percent  of  $81.15  in  1991. 
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Indexing— 5.5  percent  annually. 

Copayment— 20  percent  of  $81.15  per  day  in  1991  ($16.25/day). 

Private  Insurance  Assumptions 

Coverage— 2  years  of  nursing  home  care. 

Deductible — 90  days. 

Benefit  level— $80  in  1989. 

Indexing — 5  percent  of  purchased  benefit/year. 

Premiums — based  on  age  of  purchase  and  remain  level  after  purchase  (see 
table  10). 

Purchase  assumptions — annual  probabilities  based  on  premiums  as  a 
percentage  of  income  and  age  (see  table  11). 

Lapse  assumptions — based  on  premium  as  a  percentage  of  income  exceeding 
a  specified  level  (see  table  12). 

Induced  demand — 30-percent  increase  in  nursing  home  use  for  purchasers. 
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TABLE  10 

PREMIUMS  FOR  A  2-YEAR  NURSING  HOME  BENEFIT  INSURANCE  POLICY 

(In  1989  dollars) 


Age  of  Purchase 

Monthly  Premium 

45-49 

$11.87 

50-54 

$14.53 

55-59 

$22.07 

60-64 

$36.87 

65 

$44.80 

66 

$48.07 

67 

$52.20 

68 

$57.07 

69 

$62.40 

70 

$68.53 

71 

$75.67 

72 

$83.93 

73 

$93.27 

74 

$103.73 

75 

$115.20 

76 

$127.73 

77 

$141.27 

78 

$155.20 

79 

$169.07 
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TABLE  11 

ANNUAL  PURCHASE  ASSUMPTIONS  FOR  INSURANCE 


Premium  as  a 
Percentage  of  Income 

Age 
35-49 

Age 
50-59 

Age 
60-64 

Age 
65-791 

Mnro  than  R  fl% 

IVIUic  Ulall  yj.\J /o 

n 
\j 

n 
u 

n 
u 

n 
u 

a  no/  .  c  no/ 

*r.U  /O     3.U  /O 

n 
u 

n 
u 

n 
u 

i  , 

o  co/  .  a  no/ 
0.0  /o    *KU  /o 

n 
u 

n 
u 

n 
u 

o 
c 

3.0%  -  3.5% 

0 

0 

0 

2 

2.5%  -  3.0% 

0 

0 

1 

2 

2.0%  -  2.5% 

0 

1 

3 

1.5% -2,0% 

0 

1 

2 

3 

1.0% -1.5% 

1 

2 

2 

3 

Less  than  1.0% 

1 

2 

3 

4 

1  Persons  aged  65  and  older  must  also  have  $10,000  in  financial  assets  (does  not  include  home 
equity). 


Note:  These  probabilities  represent  annual  purchase  assumptions.  For  example,  every  year, 
4  percent  of  persons  aged  65-79  who  are  not  currently  purchasing  long-term  care  insurance  and  for 
whom  premiums  for  long-term  care  insurance  are  less  than  1  percent  of  income  would  purchase 
insurance. 


Comprehensive  Home  Care 

Coverage — up  to  30  visits  per  month  for  an  unlimited  period. 
Deductible — 1  month. 
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Benefit  level— 80  percent  of  $57.20  in  1991. 


Indexing — 5.5  percent  annually. 

Copayment— 20  percent  of  $57.20  per  visit  in  1991  ($1 1.40/visit). 
Induced  demand — 100-percent  increase  in  home  care  use. 

Disability  Insurance  Tax  Credit 

Coverage — up  to  10  years  if  age  65  and  over  and  have  impairment  in  two  or 
more  activities  of  daily  living  (ADLs). 

Deductible — none. 

Benefit  level — $500  per  month. 

Indexing — 5.5  percent  annually. 

Copayment — not  applicable. 

Premiums — based  on  age  of  purchase  and  remain  level  after  purchase. 


Age  of  Purchase  Monthly  Premium  (in  1992  dollars) 
45-54  $  19.65 

55-64  $39.15 
65-69  $  85.75 

70-74  $118.90 
75-79  $139.50 
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Purchase  assumptions— annual  probabilities  based  on  premiums  as  a 
percentage  of  income  and  age  (see  table  11). 

Lapse  assumptions — based  on  premium  as  a  percentage  of  income  exceeding 
a  specified  level  (see  table  12). 


TABLE  12 

LAPSE  ASSUMPTIONS  FOR  INSURANCE 


Age 

Lapse  Point: 
Premium  as  a  Percentage  of  Income 

35-49 

Exceeds  4  percent  of  income 

50-59 

Exceeds  5  percent  of  income 

60-64 

Exceeds  6  percent  of  income 

56-69 

Exceeds  7  percent  of  income 

70  and  older 

Exceeds  8  percent  of  income 

Tax  credit — nonrefundable  25-percent  tax  credit  for  a  single  individual  with 
income  of  $15,000  or  less  and  a  married  couple  with  income  of  $25,000  or 
less.  The  tax  credit  decreases  1  percentage  point  for  each  $1,000  increase  in 
adjusted  gross  income  for  a  cap  of  $40,000  for  a  single  person  and  $50,000 
for  a  married  person.  The  premiums  assumed  to  be  eligible  for  the  credit 
were  based  on  the  age  of  the  tax  filer. 
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Age  of  Purchase 


Limitation  on  Credit 


71  or  more 


41-50 
51-60 
61-70 


$375 
$750 
$1,600 
$2,000 


Induced  demand — 15-percent  increase  in  nursing  home  use  for  purchasers; 
100-percent  increase  in  home  care  use  for  purchasers. 


Coverage — up  to  $40,000  for  long-term  care  services  (in  1989  dollars); 
purchasers  receive  up  to  one-half  of  insurance  benefits  paid  as  additional 
Medicaid  asset  protection. 

Deductible — purchasers  not  eligible  for  benefits  until  age  75  and  after. 
Indexing — 5.5  percent  annually. 
Copayment — 20  percent. 

Premiums — $104  per  month  at  age  65  in  1989;  premiums  remain  level  after 
purchase;  initial  premiums  for  new  purchasers  in  later  years  are  increased  5.5 
percent  for  each  year  after  1989. 

Purchase  assumptions — at  age  65,  all  persons  with  family  financial  assets  of 
$25,000  or  more  (in  1989  dollars)  and  family  income  greater  than  300 
percent  of  the  appropriate  poverty  level  would  take  advantage  of  the  one-time 
opportunity  to  enroll  in  the  program;  the  program  assumes  no  medical 


Medicaid  Spend-Down  Insurance 
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underwriting,  therefore  persons  with  disabilities  were  not  excluded  from 
enrolling. 

Lapse  assumptions — based  on  premium  as  a  percentage  of  income  exceeding 
20  percent. 

Induced  demand — 20-percent  increase  in  nursing  home  use  for  purchasers; 
100-percent  increase  in  home  care  use  for  purchasers. 

Optional  Medicare  Comprehensive  Coverage 

Benefits — inpatient  hospital  services,  outpatient  hospital  services,  physician 
services,  diagnostic  tests,  prescription  drugs,  vision  services,  hearing  services, 
dental  services,  home  health  care  skilled  nursing  facility  stays,  intermediate 
care  facility  stays,  hospice  care,  rural  health  clinic  services,  physical  and 
speech  therapy,  home  dialysis  supplies  and  equipment,  and  artificial  devices. 

Public  coverage — public  coverage  for  medical  expenses  when  one  of  the 
following  conditions  is  met: 

•  Exceeding  a  lifetime  expenditure  cap  for  medical  expenditures  of 
$120,000  after  age  64.  This  trigger  is  designed  to  assist  beneficiaries 
who  accumulate  significant  expenditures  for  health  care  that  over  time 
become  a  hardship. 

•  Exceeding  an  average  expenditure  cap  of  $20,000  per  year  for  3  years 
after  age  64.  This  trigger  is  designed  to  assist  beneficiaries  with 
chronic  and  persistent  large  expenses. 
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Exceeding  a  $35,000  1-year  expenditure  cap  after  age  64.  This  trigger 
is  designed  to  assist  beneficiaries  with  large  expenses  associated  with 
a  high-cost  catastrophic  event. 


Private  coverage — participants  purchase  insurance  to  cover  medical  expenses 
up  to  the  public  coverage  thresholds. 

EXHIBIT  4 


MONTHLY  PREMIUMS 


Monthly  Premiums  Until  Death 

Age  When  Premium 
Starts 

Expensive  Plan's  Premiums 
per  Month1 

Cheaper  Plan's  Premiums 
per  Month2 

40 

$85.00 

$78.00 

50 

$131.00 

$120.00 

60 

$228.00 

$210.00 

65 

$350.00 

$322.00 

1  $200  deductible  and  20-percent  co-insurance  on  the  next  $4,000  (a  total  possble  cost-sharing 
of  $1,000). 

2  $200  deductible  and  20-percent  co-insurance  on  expenses  up  to  the  public  financing  thresholds. 


Low-income  protection — 100-percent  premium  subsidies  for  persons  below 
the  poverty  level  and  50-percent  subsidies  for  persons  with  incomes  between 
100  and  200  percent  of  the  poverty  level. 
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